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DEPOSITED BY THE 
WNITED STATES OF AMERICA 


CUMULATIVE VOTING FOR NATIONAL BANK 
DIRECTORS 


MONDAY, JULY 16, 1956 


Hovse oF REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met, at 10 a. m., in the committee room of the House 
Committee on Banking and Currency, Hon. Brent Spence (chairman) 
presiding. 

Present: Representatives Spence, Brown, Multer, Fountain, Vanik, 
Wolcott, Talle, Kilburn, McDonough, Betts, Mumma, Hiestand, and 
Nicholson. 

The Cuatrman. The committee will be in order. 

We have for consideration this morning S. 256, an act to eliminate 
cumulative voting of shares of stock in the election of directors of 
national banking associations unless provided for in the articles of 
association. 

(The bill is as follows :) 


[S. 256, 84th Cong., 1st sess.] 
AN ACT To eliminate cumulative voting of shares of stock in the election of directors 
of national banking associations unless provided for in the articles of association 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the first sentence of section 5144 of the 
Revised Statutes, as amended (12 U. S. C. 61) is amended by adding after the 
first “or’ a comma and the following: “if the articles of association so provide,”. 

2assed the Senate June 23 (legislative day, June 22), 1955. 

Attest: 

FELTON M. JOHNSTON, Secretary. 

The Cuarrman. The first witness is the Comptroller of the Cur- 

rency, Mr. Gidney. You may proceed as you please, Mr. Gidney. 


STATEMENT OF RAY M. GIDNEY, COMPTROLLER OF THE 
CURRENCY; ACCOMPANIED BY L. A. JENNINGS, DEPUTY COMP- 
TROLLER; AND ROY T. ENGLERT, COUNSEL 


Mr. Gipney. Thank you, Mr. Chairman. I have with me, Mr. 
Chairman, Mr. L. A. Jennings, Deputy Comptroller. We have pre- 
pared a statement which I would like to read. 

The CuatrMan. Proceed. 

Mr. Gipney. Mr. Chairman and members of the committee, S. 256 
would eliminate mandatory cumulative voting in the election of di- 
rectors of national banking associations but would permit such as- 
sociations to retain cumulative voting by so providing in their articles 
of association. The Treasury Department favors enactment of this 
proposed legislation. 
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Present law provides that in the election of directors of national 
banks each shareholder shall have the right to vote the number of 
shares owned by him for as many persons as there are directors to 
be elected, or to cumulate such shares and give one candidate as many 
votes as the number of directors multiphed by the number of his 
shares shall equal, or to distribute them on the same principle among 
as many candidates as he shall think fit. This provision of law was 
originally enacted as a part of the Banking Act of 1933. ‘To explain 
briefly how cumulative voting works under the existing statute, let 
us take a typical case of a national bank with a board of directors 
consisting of 10 members and a capital account of $100,000 repre- 
sented by 1,000 shares. At the election, 1 shareholder owning 91 
shares, cumulates his 910 votes (10 directors to be multiplied by 91 
shares) so as to cast 910 votes for 1 candidate. The remaining (ma- 
jority) shareholders, owning 909 shares, cast 909 votes for each of 
10 other candidates. 

In this situation the one candidate who received 910 votes would 
be elected. None of the 10 candidates who received 909 votes each 
would be elected to the remaining 9 directorships. A second ballot 
should be held to elect 9 directors, and in this second ballot the shares 
which were voted for the 1 director elected on the first ballot could 
not be voted. In other words, on the second ballot (and any subse- 
quent ballots which prove necessary) a stockholder is not entitled to 
vote shares which he has already fully cumulated and voted in favor 
of a successful candidate. It is obvious that with a smaller board of 
directors, 5 for example, an individual would need 167 shares out 
of 1,000 shares to assure his election as a director. Thus there is a 
tendency to keep the number of board members at a lower figure 
when it is considered that an unwanted individual might otherwise 
be able to elect himself to the board through cumulative voting. We 
have attached to this statement an appendix which gives additional 
illustrations of the workings of cumulative voting. 

We believe that a national bank can best be operated where there 
is a high degree of unity in the directorate and in the official staff. 
The successful operation of any bank depends upon confidence- 
confidence of stockholders in the management, confidence of different 
members of the management body in each other, and confidence of 
the depositors and the community in the bank as an organization. 
Confidence is not engendered by having a minority group force itself 
on the directorate of a bank by the use of the cumulative-voting pro- 
vision, and in cases where such an end has been accomplished it has 
been the usual experience that the party or parties thus added to the 
boards have pursued a course of troublemaking, thereby lessening the 
mutual confidence of the directorate and the confidence of the staff 
in the directorate, and in some cases, the confidence of the community 
in the bank. 

Unity of management is also important for banks because of the 
unfavorable effects which usually accompany any rift in the managing 
body. Those who are charged with the responsibility of managing 
a bank need to give full attention to operating it in a sound manner 
without lowering effectiveness through factional division. They 
should be able to give their full attention to running their banks in 
a manner which will give sound and full service to depositors and 
borrowers, while keeping the bank in a sound condition. This can 
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best be accomplished by having an harmonious board which is se- 
lected by a majority of the stockholders. We believe that this view 
will be favored by practically all those engaged in the banking pro- 
fession at the present time whether as directors or officers. 

Unity of management is also important for banks because of the 
confidential nature of their functions and the paramount importance 
of maintaining the bank’s affairs on a confidential basis. It has been 
reported to us in some cases that directors who have forced themselves 
on bank directorates through the use of cumulative voting have clis- 
closed information to which they have access in their capacity as 
directors in ways which are inimical to the best interests of the banks 
which they serve. 

We do not believe that cumulative voting is in any sense necessary 
in national banks because of the protection afforded to all classes of 
stockholders by the supervision exercised by the Office of the Comp- 
troller of the Currency. National banks are regularly examined by 
the Office of the Comptroller and violations of law or actions not 
in the best interests of the stockholders are reported to the Comptroller 
by his examiners and corrective action is required by his office. 

Weare aware of no instances in which cumulative voting has proved 
to be a beneficial force in the affairs of national banks. On the other 
hand, it does facilitate the election of undesirable individuals to the 
directorates of national banks against the wishes and best judgment 
of the majority owners of the stock. 

With respect to cumulative voting in State banks in the various 
States, 8 States have laws prohibiting cumulative voting in the elec- 
tion of bank directors, 4 States make cumulative voting mandatory 
in the election of bank directors and in 4 States cumulative voting 
is permissive in the election of bank directors. The remaining 32 
States have no laws dealing specifically with cumulative voting in 
the election of bank directors but in some of these States the provisions 
of State law dealing with the election of directors of corporations 
may apply also to banks. A table containing a summary of the State 
laws on the subject is contained in an appendix to this statement. 

If S. 256 should be enacted, it would eliminate mandatory cumula- 
tive voting, but it would permit those national banks which desire to 
retain cumulative voting to do so by providing in their articles of 
association for this method of electing directors. We believe this 
proposed legislation to be desirable and in the best interests of the 
national banking system, and we recommend its enactment. 

The first appendix is a list of illustrations of the number of votes 
required to elect a single director, with an assumption that there are 
1,000 shares out. The board varies upward from 5 to 6 to 7 to 8 to 9 
to 10 to 15 to 25. 

It must be remembered that an average shareholders’ meeting to 
elect directors, it is a rarity to have all of a bank’s shares voted, either 
by proxy or in person. Normally, the vote cast in smaller banks is 
between 70 percent and 90 percent of the total shares. The vote in 
larger institutions is usually an even smaller percentage of the total 
shares. Assuming only 70 percent of the shares were voted, or 700 
out of 1,000 shares, to elect a 10-man board, an individual owning only 
64 shares would be assured of electing himself to the directorate. On 
a 25-man board, with only 70 percent of the 1,000 shares represented, 
a man with only 27 shares would be assured of election. 
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Then the next appendix is the record of State laws. 

The States with law prohibiting cumulative voting by shareholders 
of State banks are: Delaware, Louisiana, Michigan, New Jersey, South 
Dakota, Texas, W ashington, and Wisconsin. Those States prohibit 
cumulative voting by shareholders of State banks. 

There are four States with mandatory cumulative voting laws, 
similar to the existing Federal banking statute: Illinois, Pennsyl- 

yania, Wyoming, and Kansas. 

States with permissive cumulative voting laws are New York, Ohio, 
Oklahoma, and Rhode Island. That would be comparable to the law 
as proposed in the bill. 

In the remaining 32 States the provisions of State law dealing with 
the election of directors of corporations may or may not apply also 
to banks. Of these States, 12 make cumulative voting mandatory, 
13 are on a permissive basis if adopted by the shar eholders, and 7 have 
no provisions dealing with cumulative voting. These States are as 
follows: 

States with no laws—banks unable to exercise cumulative voting: 
Alabama, Connecticut, Georgia, Iowa, Massachusetts, New Hamp- 
shire, and Oregon. 

States with “mandatory cumulative voting for corporations: Ari- 
zona, Arkansas, California, Idaho, Kentucky, Mississippi, Missouri, 
Montana, Nebraska, North Dakota, South Carolina, and West 
Virginia. 

States with permissive cumulative voting corporations: Colorado, 
Florida, Indiana, Maine, Minnesota, Nevada, New Mexico, North 
Carolina, Maryland, Tennessee, Utah, Vermont, and Virginia. 

Thus we have 8 States with bank laws prohibiting and 7 States 
where the corporation law is silent. That is 15 States with laws pro- 
hibiting or without laws re cumulative voting. 

States with mandatory cumulative voting laws: Bank law, 4; cor- 
poration law, 12; total, 16. 

States with - missive cumulative voting laws: Bank law, 4; cor- 
poration law, 13; total, 17. 

It would seem that the provision of the National Bank Act is out of 
line with that in many States and has a tendency to place our national 
banks at some disadvantage relative to State banks. We believe it 
would be very desirable to have this bill enacted. 

Mr. Chairman, that is the expression of our views. We would be 
glad to respond to any questions. 

The Cuatrman. Do you know how it was the cumulative voting pro- 
vision was put in the Banking Act of 1933 4 

Mr. Gipney. I do not personally know. By reference to the hear- 
ings in the Senate I know there was a statement there, by Mr. Charles 
Zimmerman, now deceased, of Pennsylvania, that Mr. A. P. Giannini 
was the moving spirit in bringing that about. That is in the Senate 
hearings. I have no personal knowledge of it. Do you have any, Mr. 
Jennings? 

Mr. Jennincs. No; I have no personal knowledge. 

The Crarrman. In the book, Biography of a Bank, I believe it is 
stated that Giannini caused that to be done, because he wanted to be a 
director of the National City Bank of New York. 

Mr. Gipney. I think it is true. It was so stated in the Biography of 
a Bank. 
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The Cuarrman. I have been told by the general counsel of the 
Bank of America that that was true. 

Mr. Gipney. I think the book indicates they were willing to take 
credit for it. It is true they had large holdings of stock with the 
National City Bank. It is true, I believe, that Mr. Giannini did go 
on the board of that bank. That is as much as I know. 

The CuatrMan. What do you figure to be the practical effect of 
that? Has it generally worked well, or has it caused dissension 

Mr. Gipney. I do not have an actual case that has ever come to me. 
I think Mr. Jennings has the same experience. We have asked the 
men in the Department, and we have no cases where people have used 
this to get beneficial results—that is, where a good interest, if you want 
to call it that, has come on as a minor ity stockholder to oppose a bad 
interest. I had a friend who I thought was a good interest and who 
was on a directorate he and I thought was bad, but he was quite in- 
effective as a minority director against that kind of thing. 

We did not hear a great deal about this through the years. I think 
many people did not realize that this provision was there. In the last 
2 or 3 years where efforts have been made to change the law and it has 
become publicized, the instances in which people push themselves for- 
ward have become more numerous, so we have had a great many bank- 
ers tell us that they are having trouble or have had trouble. Ordi- 
narily they do not like to speak out loud about it, so that we are not 
able to bring their names in and have some publicity for it; but there 
have been a great many of them. 

I assume that some of the other witnesses may have more direct 
evidence on that than we have. We can say that we do have a good 
many who come to us and say that some bad things are going on; 
somebody has become wealthy quickly and thinks it is time for him 
to be on a bank board; or, in another instance, the man is wealthy 
and he might be an acceptable director himself but he wants to put 
his son-in-law on the board, a young man, so as to bring him up in 
the community. The motives we think are very often self-seeking 
and not motives of the best kind, not motives seeking the welfare of 
the bank. In our business we try to look after the welfare of the 
bank. 

The CHatrMan. Do you think this really has given the minority 
a representation it needed, or do you think it has worked otherwise? 
That is what I want to know. 

Mr. Gipney. I do not think it has worked to give the minority as 
good results as they would have under the contrary law. 

The Cuarrman. I understand the Independent Bankers Associa- 
tion is for the bill? 

Mr. Gipney. The Independent Bankers, I believe, did so recom- 
mend. I assume that they still take that position. 

The Cuamman. I know the Kentucky bankers have endorsed the 
bill. 

Are there any questions? 

Mr. Tautz. Mr. Chairman? 

The Cuarrman. Mr. Talle. 

Mr. Tatie. Mr. Gidney, are you familiar with an ad that ap- 
peared in the Wall Street Journal under date of Friday, July 13, 
1956 ¢ 
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Mr. Gipnry. I was shown a copy of that a few minutes ago and 
read it hastily. 

Mr. Tautie. Mr. Chairman, will you bear with me while I read this 
advertisement ? 

The CuarrmMan. You may read it. 

Mr. Tauxie. Do you think it is pertinent to have it read, Mr. Gidney ¢ 

Mr. Gipney. I should think so, sir. 

Mr. Tatie. The title is “Warning to Stockholders in National 
Banks” and it reads: 


Senate bill No. 256, passed by the United States Senate and now pending in 
the House of Representatives, is seriously adverse to the rights and interests 
of public (nonmanagement) shareholders in national banks. If enacted into 
law, the practical result would be to nullify effective voting power by public 
shareholders in thousands of banks, including some of the Nation’s largest, 
and to entrench existing managements in permanent power as self-perpetuating 
dynasties without any adequate check by the actual owners of such institutions. 

Absence of publicity resulted in almost no public investor testimony when 
Senate hearings were held on this bill to abolish present mandatory cumulative 
voting rights of national bank shareowners, and nonmanagement stockholders’ 
rights are now in jeopardy. 

This “winner-take-all” bill is now in the House Banking Committee, which 
has just scheduled a little-publicized hearing for next Monday, July 16. There 
is grave danger that the committee may report out the bill very soon without 
bank investors having had sufficient public notice of hearings so that they may 
have an opportunity to appear to safeguard their rights. 

To oppose being deprived of your present right to elect directors of your own 
choosing on national bank boards, wire immediately to your own Congressman 
and to Hon. Brent Spence, chairman of the House Banking Committee, opposing 
this measure and asking that hearings be extended at least 1 week. (Advocates 
of disfranchisement of bank stockholders are working for a “quickie” hearing, 
hoping this joker measure will escape opposition and slip through Congress 
unnoticed. ) 

The gag-rule bill, which would stifle effective expression of stockholder views 
not favored by an existing management, is opposed by fair-minded progressive 
bankers, the Board of Governors of the Federal Reserve System, and competent 
authorities on bank legislation. 

It is significant that no management of any major investor-owned national bank 
has gone on record as favoring this bill. 


Then at the bottom it says: 

For more information on Senate bill 256 address: Association To Retain Voting 
Rights in National Banks, post-office drawer No. 1923, Main Post Office, Wash- 
ington 13, D.C. 

Very extravagant language, in my opinion, Mr. Gidney. 

Mr. Gipney. Yes. 

Mr. Tatty. Very extravagant language and certainly not compli- 
mentary to this committee, I would say. 

The Cuarreman. I may say that the publicity given to this hearing 
was that usually given to hearings. All the members had a week’s 
notice that it was going to be heard. 

It is the purpose of this committee to hear both sides. I can under- 
stand why my mail has increased lately. The charge that we are 
trying to run this through without hearings is not true. I do not 
think those statements do any good to the people who make them, 
because we are going to give everybody a chance to be heard—not 
everybody, because we cannot hear everybody in any hearing, but we 
are going to be reasonable about it and we are going to let both sides 
be heard. 

Mr. Tarte. Mr. Chairman, I certainly do not need to say anything 
in defense of Mr. Spence, our chairman, or Mr. Wolcott when he was 
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chairman, because both of the gentlemen have conducted hearings on 
the highest plane. There has never at any time been any indication 
of trying to do a “quickie” on anything or slipping anything through. 
The members of this committee, as I have found them, have intelli- 
gence enough to prevent any “quickie” or slipping through anything 
or any gag-rule bill. The business of this committee has been con- 
ducted by the chairman and the members of the committee on a igh 
plane and I am resentful of an ad of this character. 

Have you any idea, Mr. Gidney, as to who the persons are that 
comprise the membership of this thing that calls itself the Association 
To Retain Voting Rights in National Banks? 

Mr. Gipney. I have not a bit of information on that. I cannot 
imagine. 

Mr. Mumma. Mr. Chairman, I think maybe someone here in the 
group in the audience would be able to make a statement on that. 

Mr. Taute. If that is true, if they will let the chairman know I am 
sure the chairman will make such arrangements as the schedule permits. 

The Cuairman. What is that ? 

Mr. Tair. The point was made that perhaps there is somebody in 
the audience who would know about this. 

The Cuairman. We cannot try to find that out today. Are there 
any further questions of Mr. Gidney 4 

Mr. Berrs. May Lask a couple of questions, Mr. Chairman ? 

The CuHatrrman. Mr. Betts. 

Mr. Berrs. You gave an example of a man who might want to get 
his son-in-law upon the board of directors. If this bill became law 
and he owned 52 percent of the shares of the stock he could see to it 
that the articles were amended to include cumulative voting; could 
he not ¢ 

Mr. Gipnery. Yes; he could. And, of course, he could elect a ma- 
jority of the board, too. 

Mr. Berrs. Then he could cumulate his votes on his son-in-law / 

Mr. Gipney. Yes; he could. 

Mr. Berrs. I just wanted to make sure that was the way this bill 
would operate. 

Mr. Gipnry. Let me be sure I have answered it correctly. As the 
law now stands he could cumulate for his son-in-law. I believe that 
it did not so work out, because the bank sought a merger and went 
out of business because they were disturbed by this situation, and 
that bank is now part of a larger bank. If he had reached 52 percent, 
of course he could have elected not only one director but many others. 

If we had this law enacted, with 52 percent he or whoever had the 
52 percent could set up cumulative voting procedures, if this law were 
enacted. 

Mr. Berrs. Another question: Historically, is cumulative voting an 
incident to corporate voting? I mean, do you have to have a specific 
statute to permit it, and when the statute is silent is it not per- 
mitted ? 

Mr. Gipney. I would not be a very good person to answer that 
question. 

Mr. JENNINGS. We might very well call on our counsel. I believe 
if the law is silent that cumulative voting is not permitted. 

Mr. Berrs. That is what I was interested in. 

Mr. Gipney. Yes. 
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Mr. Berts. Cumulative voting is something specifically granted? 

Mr. Gipney. It has been brought in. 

Mr. Berrts. By statute? 

Mr. Gipney. At least in Illinois it is in the constitution. 

Mr. Berrs. On your chart you stated: 

* * * the provisions of State law dealing with the election of directors of 
corporations may or may not apply also to banks. 

You mean that in straight corporation statutes there is a specific provi- 
sion that cumulative voting may be applied to banks? 

Mr. Gipney. There is a law for corporations. We would not be 
certain whether it would be applied to banks or not. If we had this 
amendment it would not be applied to national banks. 

Mr. Berts. I mean the State laws. 

Mr. Gipnry. We now have a Federal provision governing the elec- 
tion of national bank directors. If this law were adopted we would 
have a different provision and that would govern the national banks, 
even though the State laws had cumulative voting for corporations 
or for State banks. This would carry through for national banks. 

Mr. Berts. I can understand that. I do not think I made myself 
clear. Ina State such as is listed here, where in a corporation act there 
is a permission for cumulative voting, does that automatically apply 
to banking corporations in the State, or does it have to have a special 
reference to banking corporations in the corporation code ? 

Mr. Groney. I think I shall have to ask Mr. Englert on that. He 
prepared the memorandum. 

This is Mr. Roy T. Englert. 

Mr. Enetert. In some States the corporation laws specifically pro- 
vide they shall not apply to banks. In other States the banking code 
will provide that everything in the corporation laws not inconsistent 
with the banking code will apply to the banks. That would vary from 
State to State. 

Mr. Berts. I just wanted to see how important or how specific the 
statute provisions were. I think that takes care of the question so 
faraslamconcerned. Thank you. 

The Cuamman. Are there any further questions ? 

Mr. Tatir. Mr. Chairman ? 

The CuHatrman. Mr. Talle. 

Mr. Tare. I would say that the management of a bank in particu- 
lar as a business institution is the all-important thing in the success of 
abank. Is that not true? 

Mr. Gipnry. That is so very true. Everyone who has had a part 
in supervisory activity will say that the management is the big thing. 

Mr. Tatix. On a number of occasions I have referred to a book 
written by a gentleman who served for 30 years in your office, either 
as Comptroller of the Currency or as Deputy. 

Mr. Giwnery. Yes,sir; Mr. T. P. Kane. 

Mr. Tauue. He certainly made the point as clear as anything could 
be, that management is the all-important thing in the success of a bank. 
Now, if the door is opened so that someone may come in to do injury 
to that management, 1t would seem to me to be a very grave risk. 

Mr. Gipnry. We think so. 

Mr. Tatie. And that there should be protection against it. 

Mr. Gipnry. We think so. 
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Mr. Tatir. Thank you, Mr. Gidney. 

The Cyairnman. Mr. Gidney, do the holding companies use the 
cumulative voting device to get the camel’s head under the tent, or 
not ¢ Do you know whether they use that ? 

Mr. Gipney. I do not think they have had occasion to use it, because 
they have usually had a majority. 

The Cuarrman. They have usually had am: vjority ¢ 

Mr. Gipney. They have usually had a majority and I think they 
would have been very little interested in the case otherwise. How- 
ever, one large holding company does have at the present time about 
30 percent of the stock of a large bank on the coast, and they do have 
proportionate representation. I believe they did not have to use the 
cumulative voting provisions to get that, because it was accorded them 
as a reasonable and proper thing to do, That will usually happen 
where ownership of a large block of stock is in good hands. It is 
usual for the other people to accord them representation. 

I think that is the way in which the holding companies acquired 
their directorships. Mr. Jennings, would that check with your 
knowledge ? 

Mr. JENNINGS. Yes; that is true. 

Mr. Gipney. I believe that is true. In that case those directors 
have functioned harmoniously. I have heard no complaint about 
those directors. I have heard they have functioned harmoniously and 
well for the best interests of the bank. 

The CuatrMan. In the instance of Giannini cumulating his shares 
in order to get on the board of the National City Bank; that was not 
typical, then ? 

Mr. Gipney. I think that was not typical. I think that was a very 
special case. 

The Cuarrman. Are there any further questions? 

Mr. McDonovceu. Mr. Chairman ? 

The Cuatrman. Mr. McDonough. 

Mr. McDonovcn. Mr. Gidney, is it possible for national banks to 
amend their articles of incorporation to provide for this? I see where 
the law says: ; 

Unless provided for in the articles of association. 

Mr. Gipney. You are speaking as if this were legislation—as if this 
were the law ? 

Mr. McDonoven. That is right. 

Mr. Gipney. Then they could, by majority vote. 

Mr. McDonovueu. They could amend the articles ? 

Mr. Gipney. Yes: and have cumulative voting. 

Mr. Brown. After all, the bank would determine how to elect 
directors. 

Mr. Gipney. That is true. 

The Cuarrman. If this law passes, cumulative voting will be done 
away with. 

Mr. Gipnry. That is the way I understand it, sir; yes. 

The Cuairman. If there are no further siete, stand aside, please. 

Mr. Gipnry. Thank you, Mr. Chairman. 

The CuarrmMan. Call the next witness. 

Mr. Carvon (the clerk). Mr- Chairman, the next witnesses are Mr. 
Joseph E. Healy and Mr. James Givens, appearing on behalf of the 
American Bankers Association. 
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The Cuarman. You may proceed. Do you want to jointly testify / 
If you have a written statement you may read it. 


STATEMENTS OF JOSEPH E. HEALY, PRESIDENT, CITIZENS NA- 
TIONAL BANK, HAMPTON, VA.; AND JAMES GIVENS, VICE 
PRESIDENT, INDIANA NATIONAL BANK, INDIANAPOLIS, IND., 
ON BEHALF OF THE AMERICAN BANKERS ASSOCIATION 


Mr. Heary. Yes, sir. 

Mr. Givens. Yes, sir. 

Mr. Hany. Shall I proceed, Mr. Chairman ? 

The Cuarrman. You may proceed. 

Mr. Hearty. Mr. Chairman and gentlemen of the committee, my 
name is Joseph KE. Healy. I am president of the Citizens National 
Bank of Hampton, Va. It is my privilege to appear before this com- 
mittee on behalf of the American Bankers Association in support of 
Senate bill 256, which would permit cumulative voting of shares of 
stock for the election of directors of national banking associations only 
when authorized in the articles of association of a bank. 

S. 256, 1f enacted into law, would have the effect of substituting 
for the absolute right to vote shares of stock for the election of directors 
of national banking associations only when authorized in the articles 
of association of a bank. 

S. 256, if enacted into law, would have the effect of substituting for 
the absolute right to vote shares of stock for the election of directors 
of national banks as now provided in the Federal statutes, the permis- 
sive right of the shareholders to provide for such privilege in the 
articles of association. It would terminate an unsatisfactory provision 
contained in the Banking Act of 1933. No evidence was recorded then 
of any general demand for such a provision. Fora period of 70 years 
prior thereto, since the inception of the national banking system, no 
such provision for cumulative voting of shares for directors was con- 
tained in the Federal laws. 

Cumulative voting is a means by which a shareholder is entitled, for 
each share of stock he owns, to as many votes for directors as there 
are directors to be elected. He may cast all these votes on a pro rata 
basis among all candidates, or concentrate all votes on any one candi- 
date, or distribute them among two or more, as he sees fit. Under 
such an arrangement a small minority of shareholders by concentrat- 
ing on one candidate could secure his election as a director. While 
theoretically the arrangement would enable minority shareholders to 
have representation on “the board of directors, actu: ally, it can be and 
has been employed as a device to circumvent management by those 
owning a majority of the shares and to impede good management in- 
stead of improving it. 

Cumulative voting for directors is seldom used, but when used, it 
often has been in an effort to secure the election of individuals who 
are disposed to put their own personal interest above that of the bank. 
In the selection of directors the shareholders of a bank attempt to 
secure the election of men and women who have demonstrated their 
ability in business and the professions in the community and who 
would not only have in mind the best interests of the bank but also 
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the interests of the community. Such directors are not motivated by 
personal or selfish interests in discharging their confidential and 
highly important responsibilities to the bank. 

It has been our observation that the existing law relating to cumu- 
lative voting is not conductive to the harmonious and successful opera- 
tion of national banking associations. This privilege could be exer- 
cised by a minority group of shareholders prompted by selfish interests 
and could result in the election of directors whose activities might be 
detrimental not only to the best interests of the bank and the majority 
of shareholders, but also detrimental to other minority interests. Such 
directors could very well disturb the sound operation of a bank. 
It seems to us that the arguments against the present mandatory pro- 
visions of the cumulative voting statute carry greater weight for the 
following reasons: 

1. The absolute right now given to shareholders to vote stock on a 
cumulative basis would permit an irresponsible or unqualified indi- 
vidual, or one whose motives and interests might be in conflict with 
the best interests of a bank or the community, to acquire sufficient 
shares of stock in a national banking association and by means of a 
cumulative voting arrangement assure his election to the board of 
directors for his personal purposes. Situations have arisen where 
such a minority shareholder elected as a director has conducted him- 
self in a manner which has obstructed the orderly conduct of business 
of the board of directors, or which has resulted in the divulging to 
outsiders of confidential information about the business of the bank, 
its borrowing customers, and its depositors. Such directors have on 
occasion turned the board meetings into forums for discussion of 
personalities and matters detrimental to the harmonious operation of 
a sound bank. The responsibilities of the members of the board of 
directors are such that any serious discord or friction might shake the 
confidence of other shareholders or depositors and of the public. This 
is especially true in smaller communities. 

I would like to emphasize that, leaving my statement a minute, 
because this law, gentlemen, is far more effective in, we will say, 
banks of $100 million on down, than it is effective in banks like the 
li arge New York City banks. 

Minority shareholders elected to the board by virtue of cumu- 
lative voting, prompted by personal profit motives rather than by the 
best interests of the bank or the community, could demand the pay- 
ment of excessive dividends in disregard of the condition of the bank 
at that time or of the better judgment of the majority of directors. 

I mean by that statement it is very easy for a director to go out 
and say to the stockholders: “We think the management ought to in- 
crease the dividend.” 

No management, gentlemen, I have ever known is opposed to in- 
creasing a dividend ‘when they have really got the money to increase 
it with. In this business we are charged not only with making the 
money that is necessary to pay the dividend but we are charged with 
the duty of making more money to set aside to reserve and undivided 
profits to strengthen the bank and make it of more service to the 
community we serve. 

Mr. Mumma. How about that Denver bank? 

Mr. Hearty. What is that? 
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Mr. Mumma. You say you have never heard of a bank objecting 
to paying out dividends when it has the money to do it? There is a 
bank out in Denver that has that in reverse; is there not ¢ 

Mr. Heary. I could not answer that question. 

The Cramman. I suggest you let him complete his presentation. 

Mr. Mumma. Excuse me. 

Mr. Hrary. They could also promote the sale or merger of a bank 
for the purpose of making a profit on their investments ‘regardless as 
to whether the sale or merger would be in the best interests of the 
bank or of the welfare of the communuity. In addition they could 
use their nuisance value to force other shareholders to buy them out 
at excessive prices. 

The present cumulative voting provision can, under certain cir- 
cumstances, give a majority representation on the board of directors 
of a national banking association to a minority group of shareholders 
and thus put them in a position to obstruct the carrying out of the 
objectives of the majority of shareholders. This can be illustrated 
by quoting from Ballantine, Law of Corporation, page 404: 

An unwary majority may find that a vigilant minority has deprived the ma- 
jority of control, if they spread their votes over too many offices. If there are 
1,000 shares outstanding and 10 directors to be elected, and one person holds 600 
shares he should be able to elect a majority of the directors. If, however, he 
casts 600 votes straight for each one of 10 candidates, and if the 400 minority 
shares cumulate their 4,000 votes on 6 candidates, they can give each of the 
6, 666.6 votes. The minority will thus elect 6 of the directors and the majority 
will elect only 4 directors. 


Citing Dulin v. Pacific Wood & Coal Co. (103 Cal. 357) : Schwartz v. 
Ntate (61 Ohio St. 497) : Pierce v. Commonwealth (104 Pa. St. 150). 
The percentage of shares held by the minority desiring to gain control 
of the board of directors need not be 40 percent, as cited above; but 
could be a lesser percentage, due to the fact that in larger banks with 
wide distribution of share ownership many shareholders are negligent 
or indifferent in connection with fulfilling their voting prerogatives. 

I would like to show you a calculation we have made. Mr. Gidney 
touched very well on how you could elect directors by voting. Here 
is an example of how a minority of as small as 25 percent could elect 
a majority of the board directors. 

These, gentlemen, are actual figures. It would be possible for a 
minority owning 25 percent of the shares of stock of a cor poration to 
elect a majority “of the board of directors if 66 24 percent of the out- 
standing stock is voted at the meeting. In making this calculation 
we looked up and found that in the gr eat mi jority of cases the stock- 
holders’ meetings seldom have more ‘than two-thirds of the stock ac- 
tually represented either in person or by proxy. That is 6624 percent. 

Assuming at this meeting of the stockholders there is actually two- 
thirds of the stock represented in person or by proxy, and, to prove 
this point, assuming that there are 1,000 shares of stock, and 667 shares 
of stock are voted, the minority vote of the 250 shares of stock, which 
is 25 percent of the total, would compare to the majority ¢ asting 417 
votes. In other words, by cumulating their votes, the minority would 

cast 227 votes for each of the 11 directors, and the majority could cast 
207 votes for each of 20 directors. Therefore, the minority would 
have control of the board of directors. In other words, a minority of 
as small as 25 percent could, in an instance of that sort, elect a major- 
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ity of the board of 20 directors, which is very, very possible in the 
banking business. 

lor the reason stated and, in addition, because banks desiring cumu- 
lative voting for directors could still retain such privilege under S. 
256 if it is authorized in its articles of association, we urge that this 
committee take favorable action upon S. 256. 

Mr. Brown. Let me ask you this question: Suppose that a man has 
100 shares in a bank, and votes all his shares for 1 director. Can he 
come back in a single shot again? If he does he will elect each one 
of them. 

Mr. Hearty. No, Mr. Brown. Say, for instance, that a bank has 
1,000 shares, to make it an easy calculation. We will say that I control 
100 of those shares and I am at that meeting. If 10 directors are to be 
elected and I accumulate my 100 shares and vote them for 1 director, 
and he is elected, it is then necessary to have a second vote to elect the 
other 9 directors. 

Mr. Brown. That is right. 

Mr. Hearty. But, having cast my 100 shares and votes for that 1 
director who was elected, I am barred from the second election, and 
the other 900 shares then elect the other 9 directors. 

Mr. Brown. Oh, yes. He is not eligible to vote any more? 

Mr. Hrary. He has used up his voting privilege. 

The CuatrMan. But on the first ballot he could divide them as he 
pleases. 

Mr. Heary. He could divide them as he pleases. 

The Cuatrman. If there were 15 directors, he could cumulate for 
3 of them. 

Mr. Hearty. That is right, sir. He would have 1,500 votes al- 
together. 

The Cuarrman. Are there any further questions ? 

Mr. Tatie. Mr. Chairman ? 

The CuarrMan. Mr. Talle. 

Mr. Tate. In the case you mention, Mr. Healy, would that be 
possible at an annual meeting ? 

Mr. Heaty. Yes, sir. 

Mr. Tate. Could it not be repeated at the next annual meeting? 

Mr. Heary. Do you mean at the election ? 

Mr. Tair. At the next annual meeting, could the same process 
not be carried out? 

Mr. Heary. Yes, sir; you could carry it out from meeting to meeting. 

Mr. Tatie. At any successive meeting ? 

Mr. Heaty. Yes, sir. 

The CuarrmMan. It would take a few years to get all the directors. 

Mr. Tate. Mr. Healy, were you in the room when I read this ad ? 

Mr. Heary. Yes, sir. I had read the ad before you read it. 

Mr. Tauur. Do you know the origin of it? 

Mr. Heaty. No, sir; I do not. 1am proud to say I am not a part 
of the origin. 

Mr. Taute. I suspected as much. You would not be able to name 
anybody who is a member of this so-called association ? 

Mr. Heaty. No, sir; I would not. 

Mr. Tatiz. Thank you. 


82525—56——2 
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Mr. Hearty. I was very much surprised to see such an ad in the 
newspaper. 

The CuarrMan. It is an advertisement. I do not think it is neces- 
sary to deny advertisements. I do not even deny what my opponents 
say about me in elections, so I certainly would not want to pursue that. 

Are there any further questions ¢ 

Mr. Nicnotson. Mr. Chairman ¢ 

The Cuarrman. Mr. Nicholson. 

Mr. Nicuoison. Does this have the same result as somebody taking 
over a railroad who does not own any stock in it, who gathers up a 
minority and finally enough so that they make him a director and 
president of the or ganization ? 

Mr. Heaty. I would s say that it does. 

Mr. Nicnotson. It would have the same result ? 

Mr. Heary. Yes, sir. 

Mr. Nicuotson. We had one case of a big mail-order house—— 

Mr. Hearty. That is right. 

Mr. NicHo.tson. Where somebody stepped in. 

Mr. Heary. That is right. 

Mr. Nicuotson. We had this railroad here in Washington. 

Mr. Hearty. That is right. 

Mr. Nicuotson. We had the New Haven Railroad, and similar 
things. This would stop that, if we passed this bill ? 

Mr. Hearty. Yes, sir. No bank, 1f you passed this—— 

Mr. Nicuoison. So far as banks are concerned ¢ 

Mr. Heary. That is right. No national bank would be required to 
have cumulative voting if this bill is passed unless the majority of the 
stockholders of that bank decide that they want cumulative voting. 

Mr. Nicuoison. So then it would be controlled by the majority of 
the stockholders ? 

Mr. Heary. That isright. The majority of the stockholders, exactly 
as in any other normal election, would control. 

Mr. Nicnoison. That is all, Mr. Chairman. 

The Cuarrman. Are there any further questions? 

Thank you, Mr. Healy. 

You may proceed, Mr. Givens. 

Mr. Givens. Mr. Chairman and gentlemen, may I read a prepared 
statement, please ¢ 

The Cuarrman. Proceed with your statement. 

Mr. Givens. My name is James M. Givens. I am chairman of the 
Federal legislative committee of the national bank division of the 
American Bankers’ Association and vice president of the Indiana Na- 
tional Bank of Indianapolis, Ind. It is my privilege on behalf of the 

American Bankers’ Association, to supplement the remarks of Mr. 
Joseph Healy. 

I should like to call your attention to some very significant opinions 
of experts and experience of bankers showing clearly the effects of 
cumulative voting. 

For instance, Leslie Gould, financial editor of the New York Jour- 
nal-American, pointed out in his editorial column dated March 16, 
1956, that— 

The biggest criticism against it (cumulative voting) is that it gives a foot in the 


door to raiders and to a disruptive opposition, bringing dissension to board meet- 
ings. 
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We would like to submit for the record excerpts from an article 
which appeared in the Wisconsin Law Review published March 1950, 
The excerpts from the article are attached hereto and marked exhibit 
A. This article pointed out: 

1. That there is no requirement that cumulative voting be used 
and usually no real desire to use it; 

2. That the badge of dissent and contention which goes with its 
use is not welcome to the intelligent stockholder ; 

3. That we should not implement the ability to destroy institu- 
tions where the purpose may be largely the gratification of mere 
desire for power or to satisfy demands of a consuming hatred born 
of business or family rivalries wholly unrelated to the welfare 
of the corporation ; 

4. That cumulative voting may also be a device for the practice 
of the kind of corporation black that has fostered many stock- 
holder suits; 

5. That it can be a device by which a competitor finds a place 
in the councils of the corporation where he may demand informa- 
tion which he may use in competition against the corporation ; 

6. That a well-balanced board may be destroyed by the elimina- 
tion of one or more of the more important contributors to good 
judgment to give away to a troublemaking <lissenter who may 
have no qualifications except loud talk among the minority. 

Mr. George C. Gibson, one of Virginia’s distinguished lawyers, who 
debated this question “Should cumulative voting for directors be man- 
datory?” in the November 1955 issue of the Business Lawyer pointed 
out: 

1. That the trend in connection with legislation with regard to 
cumulative voting is for the most part for the permissive type and 
not for the mandatory type, as provided for at the present time 
by the Federal statutes ; 

2. That American management is of one mind in opposing 
cumulative voting, most of all opposing mandatory cumulative 
voting ; 

3. That when a majority of stockholders elects a team of man- 
agers to carry forward its chosen policy it simply does not help 
to put on that group representatives of minority interests who 
are In opposition to the approved policies. 

Specifically he said: 

* * * Recent legislative trends have shown a number of additional States, 
including so venerable a Commonwealth as Massachusetts in this very year, 
adopting legislation with regard to cumulative voting, but for the most part of the 
permissive type and not of the mandatory type. North Carolina, I believe, has 
been—though when I left for vacation she was still unreported—the sole excep- 
tion to that trend, an exception that might be argued as to its persuasive effect. 

Bankers throughout the United States are in favor of the change in 
this law which would be brought about by the provisions of S. 256. 
Without solicitation on our part, we have received letters from many 
bankers and from officers of State bankers associations citing personal 
experiences and giving practical reasons why the mandatory provisions 
of the cumulative voting statute should be changed as ouetitad in this 
bill, S. 256. Attached hereto and marked exhibits B and C are excerpts 
from these letters. 
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Gentlemen, departing from my statement, I would like to state that 
we have had literally hundreds of telephone calls, letters, personal 
conversations, and communications of all kinds deploring the situa- 
tion as it now exists, and urging the enactment of this bill. With 
your permission, I would like to read to you excerpts from some of 
these letters. 

For instance, a New York banker writes in part: 

We were confronted with this problem a few years ago and it is now crop- 
ping up again. We have a local individual who has acquired enough shares of 
our stock so that on the cumulative voting basis he can elect a director. He is 
not at all welcome as he is a very controversial person and has been involved in 
many lawsuits. 

An Indiana banker writes: 

I think it is vicious. I have been threatened a number of times by undesirables 
wanting to force themselves on our board. Never have I seen it used by a group 
of small stockholders who are trying to protect any rights. 

An Arkansas banker writes: 

* * * we consider this cumulative voting a vicious thing. 

I happen to know of a case where a small disgruntled stockholder owning less 
than $500 par value of the bank stock secretly got out hunting proxies with view 
of putting himself on the board, voting his small amount of shares and what 
proxies he could get to elect himself. Fortunately, the management got word 
of it before he got too far and just barely nipped the thing in the bud. This 
threat to a good bank and a good board of directors should be corrected. It 
could be very damaging if a bootlegger or what-have-you should happen to get 
hold of enough shares to elect himself to a board and oust a good loyal man with 
a good reputation in the community and a substantial investment in the bank. 

Mr. McDonoven. Of course, this law has been in effect since 1933, 
has it not ? 

Mr. Givens. Yes, sir; that is right. 

Mr. McDonoven. That has occurred in one instance, and that is an 
extreme example, is it not? 

Mr. Givens. I think perhaps it was not the cause, but possibly. 

Mr. McDonoven. Possibly ? 

Mr. Givens. Yes. 

Mr. McDonoveu. I notice in the excerpts from your letters that 
they are practically all from the east coast, and there are not too many 
from the Middle West, and none from California ? 

Mr. Givens. I read one from Indiana a moment ago, Mr. Mc- 
Donough, and I am going to read a couple from Texas. 

Mr. McDonovuecn. I have not found one from California. I wanted 
to know from your experience why there is no objection from Cali- 
fornia. That is quite an important financial center as far as the 
west coast is concerned. Why is there no objection from California? 

Mr. Givens. I have no personal knowledge as to whether or not 
we have had any communications from California. If we have had, 
I have no knowledge as to why they were not included among these 
excerpts. 

Mr. Hearty. May I answer your question in part, Mr. McDonough ? 

Mr. McDonoveu. Yes, sir. 

Mr. Heaty. If you will review the testimony which appeared be- 
fore the Senate committee at the first hearing on this bill, I think in 
1954, you will find that Mr. Harry Harding, president of the 12th 
Federal Reserve District Independent Bankers’ Association, testified 
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in favor of the bill. I assume he was representing the banks of his 
association. 

Mr. McDonovucn. He was president of the Independent Bankers’ 
Association ¢ 

Mr. Heary. Yes, sir; that isright. They are largely located, I think 
in California. 

Mr. McDonoveu. A lot of them are, and they are also in other parts 
of the West. 

The CuarrMan. Most of those are organizations which endorse the 
bill. 

Mr. Hearty. I failed to say in my testimony that although I am 
appearing here as the representative of the American Bankers’ As- 
sociation, on last Tuesday or Wednesday, I do not recall the exact 
day, Mr. Ben Dubois, who is manager of the Independent Bankers’ 
Association, called me from his office in Wisconsin and asked me to 
say to this committee that I could speak for their association and say 
that they are in full endorsement of the passage of this bill. So that 
gives to this bill the endorsement of the American Bankers’ Associa- 
tion, the Independent Bankers’ Association, and through the testi- 
mony of Mr. Harding in 1954, the endorsement of the 12th Federal 
Reserve District Independent Bankers’ Association. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Kunpurn. Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kitsurn. I would not think that anybody who understands 
banking would be against this bill. 

Mr. Hearty. Neither would I. 

Mr. Kipurn. It is a perfectly proper bill, but from what little I 
have seen of these things and the comments in the Senate, one of the 
most important things they have to stress in this connection is that a 
bank is different, or almost different, from almost anything else. It is 
a very private and confidential kind of business. You get somebody 
in on the board of directors who is going to go out on the street and 
tell what the balances are or what loans are being made, and he will 
wreck the bank. 

Mr. Heaty. I do not like to say too much, but if you will pardon 
me for continuing, I am interested in the bill “ a banker. It does not 
mean much to me as an individual banker, because my years as a 
banker are limited; I have about 2 more years to go. It cannot hurt 
or help me a great deal. I have been in the banking business for 
nearly 40 years in many different capacities. There is no business 
in the world that touches a person quite as closely as their banking 
business. People do not want you to fool with their pocketbooks. 
They do not want you to know how much they have got in that pocket- 
book, and they do not want you to use that poc ‘ketbook ¢ arelessly. 

Now, one trouble, and the one thing that should decide this bill, 
and the one thing only is the fact that any man who forces his man on 
the board leaves the management out of it. The wrong impression has 
been made. Management does not try to get a bos ard to vote the w ay 
management wants ‘them to vote. T hey try to get a board that repre- 
sents the community that they serve. They are just as anxious to get a 
man on the board who owns, well, just a reasonable amount of stock 
as they are to get a man on the board who owns a lot of stock. 
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If that man comes on the board by cumulative voting, it is perfectly 
natural that he should have an inclination to think it is his duty to go 
out and talk, and the minute he does, gentlemen, nothing in the world 
could kill a bank any faster. 

I was connected with a bank and we had a director of that bank 
who was a good man. There was nothing in the world the matter 
with his character; there was nothing in the world the matter with his 
intentions, but he could not stop talking. He just thought that it was 
his duty to get out and brag about what went on in the board meeting. 

We warned him on 2 or 3 occasions as it was having such a disas- 
trous effect on the bank that, regardless of the wishes of the man who 
owned the majority of the stock of the bank, we had to drop him from 
our board because we realized the effect that just his loose talk had 
on the progress of the bank. 

Mr. Givens. Mr. Chairman, may I add something for Mr. Kilburn’s 
information? I think even more important, Mr. Kilburn, than re- 
vealing the balances of depositors, or the revealing of the loans to 
outsiders, would be the attitude of some unse rupulous man who might 
use that knowledge for personal gain. In other words, almost brag- 
ging that we are going to call your loan, or we are going to refuse 
your loan. or I can give you a loan if you will do some business with 
me, that he might not do otherwise. 

With your permission, Mr. Chairman, may I go ahead with 1 or 2 
more of these excerpts from my statement ? 

The CHairMan. Yes. 

Mr. Givens. Thank you. 

A Texas banker writes: 

At my last stockholders’ meeting after the nationalization of our bank, a 
lady stockholder made the statement she would certainly use the cumulative 
voting provision at our next stockholders’ meeting to kick off a board member 
and get someone on the board to her liking. She is a troublemaker and her 
ideas are not to the advantage of our institution. No doubt, most of the cases 
that flare up in the cumulative voting question are similar cases. 

Another Texas banker writes, and I think it is a very good state- 
ment: 

We have observed possibilities of cumulative voting in two different situa- 
tions locally, in each of which we consider the effects detrimental. In one case, 
an investment broker by acquiring a rather moderate amount of stock was able 
to force a director on the bank’s board. In this instance the man placed on 
the board was without criticism, but this illustrates that the same action could 
have placed a very undesirable person on the board whose obligation would 
have been to his sponsor rather than to the bank itself. 

In another instance, the holder of a fair-size amount of stock left the insti 
tution and purchased control of another competitor bank in the same city. 
Here again a man was forced upon the board and, of course, owing his place 
on the board to his sponsor, he felt accountable to the latter in various important 
matters which came up before the board (and there were matters of a delicate 
nature arising of which it was very undesirable that competitors should have 
knowledge before the board felt the time was appropriate for any public 
statement). 

Another Indiana banker writes: 


State banks in Indiana do not have the mandatory cumulative voting, and 
national banks ought to be on the same basis. It is all right to make it per- 
missive, but not mandatory. I have known of a number of cases where un- 
scrupulous men without good reputations owned bank stock and threatened to 
force themselves onto bank boards. These things are not good for the public. 
for the bank, or for anyone else. I am sure that banks are fair enough that 
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if a reputable citizen holds a block of bank stock and is the right sort of citizen 
that they would consider him for their board. However, banks do not want 
men forced onto their board by cumulative voting. I hope you will do every- 
thing you can to support the bill. 

A Kentucky banker writes: 

In my 40 years of experience in banking I cannot recall a single incidence 
where cumulative voting has been constructively used but many cases where 
predatory interests have “muscled” in, disrupted the efforts of people of dem- 
onstrated ability who have dedicated the best years of their lives in building 
a sound bank * * * who not only have the best interest of the bank at heart, 
but also the welfare of the community. 

In the Senate hearing, Mr. Rawley F. Daniel, secretary of the Vir- 
ginia Bankers’ Association, and president of the Southern Secretarys’ 
Association, testified in part: 

My colleagues in this organization indicate their associations are also in 
favor of the passage of this bill. I am active in the State association, Secre 
taries of the American Bankers Association, and in this capacity have had 
occasion to write to the secretaries of all of the State bankers associations and 
the savings-bank associations. All of the secretaries except one have indicated 
to me the willingness of their organizations to pass resolutions in favor of Senate 
bill 256. 

I am also advised that both independent bankers groups have passed resolu- 
tions in favor of this bill. 

An officer of the Alabama Bankers Association writes in part: 

We have, however, as a State association working through our legislative 
committee, taken steps to combat a cumulative-voting bill in the last general 
session of the legislature. The fight was successfully carried through and we did 
keep it out of our local law. 

From the New York association we received the following: 

Our State association has taken no action on the cumulative-voting bill now 
before Congress. It has consistently opposed for the past several years bills in 
the State legislatures that would have made cumulative voting in State-chartered 
banks compulsory. 

From Ohio, we received this comment: 

This law, which in effect prohibits cumulative voting unless the articles of 
incorporation provide otherwise, has worked well in Ohio. It has been chal- 
lenged unsuccessfully a few times because it differs from the Ohio general incor- 
poration code. Two or three years ago an attorney stockholder here in Columbus 
tested it. Our association went in as amicus curiae to uphold the statute. It 
went to the Supreme Court and was upheld. Every few years a bill goes into 
the Ohio Assembly, usually inspired by some disgruntled stockholder or someone 
who wishes to get control of a bank. Our policy throngh the years has been to 
oppose a change to provide for cumulative voting, and so fur we have been 
successful. 

The CHatrMan. Do you know of a case where one of the largest 
stockholders endeavored to protect his best interests because of the 
fact that the bank was being badly managed ¢ 

Mr. Hearty. No, sir; I do not. I know of no instance where cumu- 
lative voting has been used except where there was some party using 
it for his own personal benefit. In other words, no instance has come 
to our attention where minority stockholders have gathered together 
and tried to oust a board member—— 

The Cuairman. What character of stockholders are they, as regards 
their business; that is, who desire to use cumulative voting‘ Are 
they investors, or what usually is their occupation ? 

Mr. Heaty. I can give you an illustration that is taking place in our 
State right now. There is a man who has made a considerable amount 
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of money in the automobile business. He sold his business and re- 
tired, and has decided he wants to go into the banking business. So, 
he is making a campaign among the stockholders of one of the banks 
in which he owns some stock, to put himself on the board so that he, 
in the later years of his life, can wind up as a banker and not as an 
an automobile dealer. 

It is never, we find, Mr. Spence, a man who is really trying to 
improve the bank. It isa man who wants, which I cannot quite under- 
stand—it is because he thinks he wants the glamour and distinction 
of being a bank director. If I was not in the banking business, I 
do not think I would bother to want to be a director, as it carries 
a lot of responsibilities, as well as a lot of headaches, with it. 

The Caarrman. Do you think that there is a desire on the part of 
those people to misuse their influence as bank directors for their 
own personal gain ? 

Mr. Heaty. Either their personal gain or for their personal glory. 
They think it makes them a very important person in the community. 
It is that type of person. 

Mr. Givens. And sometimes also it is for their personal profit. 
There have been many cases that have come to our attention of almost 
blackmail where someone by threatening to use cumulative power gets 
a very, very handsome premium for their stock, in order the eliminate 
the possibility of having an undesirable on the board. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

Mr. Hearty. The minute, gentlemen, that talk starts about a bank, 
unless it is unusually favorable, right away and particularly if it is 
anything involving the question of harmony of the management, right 
away it raises a doubt in the minds of the public and the inclination 
is to say whether they believe that or not, maybe I better take my 
money out of that bank and put it in some other bank, and nothing 
can destroy a bank any faster than the loss of public confidence. It 
depends about as much on public confidence as it does on its capital. 

The CHatrman. I remember that my secretary went into a bank 
during hard times and said, “I want my money; how much can I get 
out?” The cashier said, “You can take it all out, but I hope you won’t 
do it.” He said, “I can get it all out?” The cashier said, “Yes.” 
He said, “I do not want any of it,” and he went out. 

Are there any further questions? 

Mr. Berts. I have one more question, Mr. Chairman. 

The Cuarrman. Mr. Betts. 

Mr. Berrs. Mr. Mumma was referring a while ago to the Denver 
situation. I received several letters from someone out in Denver, and 
his complaint was just the opposite of what Mr. Healy stated on page 
2, paragraph 2, about excessive dividends. His complaint was that 
the majority of the stock was in the hands of 1 or 2 persons, and they 
would not vote a dividend at all because it would create too much in- 
come tax for them, so that the minority stockholders were denied 
dividends because the majority on the board did not want to declare 
them. Can you comment on that? 

Mr. Heary. I cannot say whether that is our statement or not—— 

Mr. Berts. I am relating it to you as it was told to me. 

Mr. Heary. You cannot always judge a bank’s policy in declaring 
dividends by whether they make money that year or not. 








ry. 
ity. 


fit. 
ost 
rets 
ate 


nk, 
tL is 
cht 
ion 
my 
ing 

It 
tal. 
unk 
get 
mt 
-* 


ver 
ind 
Age 
hat 
ney 


ied 
are 


ing 





CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 21 


Lots of banks in the United States today, on account of the great 
increase in deposits are undercapitalized, and they feel that it is their 
duty to retain a large part of their earnings in their capital rather 
than to pay it out in dividends, but I will say this, that if this bank 
in Denver has sufficient capital for its deposit requirements and is 
making an excessive amount of money, and if a dividend is being held 
back because a large stockholder does not want to pay Income tax on it, 
that is about 1 case in 15,000 in the United States. 

Mr. Berrs. I am glad to have your answer. 

Mr. Kizgurn. Could they not go into court on that ? 

Mr. Hear. I am not prepared to answer that question. I do not 
know whether you can force a corporation to give a dividend or not, 
but I think they could certainly make it hot enough for them, so that 
they would give a dividend. 

If that is true, assuming that statement is true, I think it is about 


1 instance in 15,000 banks in the United States, rather than indicating 
a goodly number. 


Mr. Givens. Mr. Betts, on page 10 of my statement, there is the 
other side of the particular situation which you are referring to. For 
your further information, I might say that this Denver bank pays 
the second highest dividend in the city of Denver, but at the same 
time, I understand that they will be here on Wednesday to be heard, I 
mean both sides of this Denver case to which you are referring. 

Mr. Berrs. Thank you very much. 

Mr. Heistanp. I am very much impressed with the testimony of both 
of these witnesses, Mr. Healy and Mr. Givens. It is very convincing 
and I congr atulate them. 

There is one point, Mr. Healy, in your informal testimony which 
you might want to clear up for the record. In this instance of where 
this bank director had been a man who simply talked too much and he 
could not keep the confidence of the board, you stated that regardless 
of the wishes of the majority of the board, you had to drop him. You 
said that? 

Mr. Heaty. Yes, sir. 

Mr. HetsTanD. How did you do it? 

Mr. Heary. We did it at the next annual stockholders’ meeting. 

Mr. Hersranp. Regardless of the wishes of the majority of the 
stockholders ? 

Mr. Hearty. What I meant by that statement, Mr. Heistand, was 
this: that as far as that man, as an individual, was concerned, the 
majority of the stockholders had no objection to him. He was a man 
who was more or less outstanding in the community. He had made 
a success of his business, but just unfortunately he was one of those 
people who could not stop talking. 

Mr. Heistanp. Yes; I understand that perfectly, but I am interested 
in the mechanics of it. Did you take away cumulative voting and 
drop him? 

Mr. Hearty. We did it by a majority vote. 

Mr. Hetsranp. You did it by majority vote? 

Mr. Hearty. Yes; by a majority vote. 

Mr. Hetstanp. Thank you. I am glad to have that explanation in 
the record. 

Mr. Hearty. Thank you for correcting me. If anything, maybe I 
talk too much. 
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Mr. Hertstanp. Would it not be possible, Mr. Healy, to use cumu- 
lative voting to do that thing? 

Mr. Herary. No, sir; that man could have stayed on the board by 
cumulative voting. 

Mr. Hersranp. You could not get that man off by cumulative 
voting ¢ 

Mr. Heaty. No, sir; we could not get him off by cumulative voting. 

Mr. Heistanp. I do not see why. 

Mr. Hearty. This happened to be a State bank in which cumulative 
voting did not apply. It was permissive, but not mandatory. 

Mr. Brown. Is that true in all of the States? 

Mr. Heatry. In the great majority of the States. There are very 
few States where it is mandatory. 

Gentlemen, we are not asking for the destruction or elimination of 
cumulative voting. Weare asking that each bank be allowed to decide 
it for itself. 

The CuarrmMan. That is what this bill provides. 

Mr. Heary. Yes; under this bill they can have it, but we do not want 
it to be mandatory. 

Mr. Tatie. Mr. Chairman. 

The Cuatrman, Mr. Talle. 

Mr. Tauur. Actually, such a choice is in accord with grassroots 
operation of the banks. The board of each national bank may choose. 

Mr. Hearty. Yes, sir. 

Mr. Tatir. Do you have any information that would throw any 
light on this advertisement which I read at the start of the hearing? 

Mr. Givens. No, sir; I do not have, Mr. Talle. I have not seen it, 
and had not heard about it until you read it. 

Mr. Tate. It would be interesting to find out about that, its origin, 
and the membership of the so-called association that sponsored the ad. 

Mr. Givens. Yes. 

Mr. Mumma. I think if you wanted to go into that, the publisher 
would give you that information, because ‘he has to get the name of 
the one who submits the ad before he takes it, to protect himself 
against any lawsuit which might happen as a result of publishing 
it. IT think the Wall Street Journal can tell you who paid for that ad. 

(The exhibits submitted by Mr. Givens are as follows :) 


EXHIBIT A 


[From Wisconsin Law Review, vol. 1950, No. 2, March. Published by the Law School of 
the University of Wisconsin. Pp. 281—287] 


The major defect of cumulative voting for this purpose is that there is no 
requirement that it be used and usually no real desire upon the part of the 
minority stockholders to use it. The badge of dissent and contention which 
goes with its use is not welcome to the intelligent stockholder who would really 
like to have an intelligent interest in the affairs of his corporation and would 
like to feel and act upon the social responsibility of the wealth that he has 
invested in the corporation. Such stockholders know that people of the strength 
and ability to make great business managements who have made our industrial 
system great cannot be expected to work in situations of unharmonious bicker- 
ing. Such people will find employment and responsibility of a congenial nature 
which their abilities can readily command, 

> * * * * * * 


It is possible, however, for a militant, disruptive, dissenting minority to de- 
prive the satisfied but largely inactive majority of their institution represented 
by a cohesive management. If you have cumulative voting in which a stealthy 
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minority can elect a majority of the board of directors over an organized but 
unsuspecting majority, how much easier it would be for such a minority to 
elect a board of directors over the minority in which the so-called indifferent 
investor has placed his confidence. Certainly we should not implement the 
ability to destroy institutions where the purpose may be largely the gratification 
of the mere desire for power or to satisfy the demands of a consuming hatred 
born of business or family rivalries wholly unrelated to the welfare of the 
corporation. 
* & * % * + * 


Cumulative voting may also be a device for the practice of the kind of corpo- 
ration blackmail that has fostered many stockholders suits. The nuisance of 
a dissenter who wishes to be bought off at a blackmailer’s price can be greatly 
augmented if the dissent can be carried into the councils of the directors’ room. 
This kind of blackmail has been widespread enough as to give rise to limita- 
tions on the remedies of dissenting stockholders. The motive for which votes 
for directors are cumulated will not be heard in the courts as a basis for 
defeating such blackmail. The stockholder’s right to vote does not require him 
to vote in the interests of the corporation. 

a * & ae * * s 


The inability of the law to inquire into the motives for a stockholder’s vote 
makes cumulative voting undesirable on another count. It can be the device 
by which a competitor finds a place in the councils of the corporation where he 
may gain information which he may use in competition against the corporation. 
At a time when governmental policy is trying to be careful about the evils of 
interlocking directorates because they can be too easy a means of fraud and 
creation of monopoly, we create through cumulative voting a means for accom- 
plishing the same results on an adversary basis much as the production of coal is 
regulated during the public fights between the mineworkers and the operators. 

* * * * ” * 


If you have a board of men, each chosen because of his experience in one field 
such as raw materials sources, marketing, finance, or Government regulation 
in addition to the management members who are necessary to keep the board 
abreast of the day-to-day workings of the business, the well-balanced board may 
be destroyed by the elimination of one or more of the most important con- 
tributors to good judgment to give way to a troublemaking dissenter who may 
have no qualifications except loud talk among the minority. 





ExHIBIt B 
CUMULATIVE VOTING 
EXCERPTS FROM LETTERS FROM BANKERS 


A Tennessee banker: “Being a State bank, we do not have cumulative voting, 
but the second paragraph of the article fits us exactly, as we are opposed to it, 
and have been thinking of going into the national system, but would decline 
to do so on account of the national banks having cumulative voting. We will 
not enter into that system at present for the reason that, in a small town of this 
size, it would not be to the best interest of this bank, as a minoriy stockholder 
might want to vote in certain individuals, as directors, who would be absolutely 
objectionable to this bank and community.” 

A Tennessee banker: “The banks in this section are very much in favor of 
this bill and will greatly appreciate any help which you might be able to give 
toward seeing that it is passed. For your information, I understand both the 
Comptroller’s Office and the Federal Deposit Insurance Corporation will sup- 
port the bill, but that the Federal Reserve Board has submitted a letter to the 
Banking and Currency Committee opposing the measure on the grounds that 
there have been few abuses. We do not feel that this is a sound objection and, 
to our knowledge, the number of abuses is increasing rapidly.” 

A New York banker: “I am very much interested in an article that appeared 
in the American Banker newspaper, issue of March 26, 1954, indicating that legis- 
lation will be introduced by Senator Robertson, of Virginia, to abolish the 
cumulative voting privilege of national-bank stock. This cannot happen too soon 
to suit me. We were confronted with this problem a few years ago, and it is 
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now cropping up again. We have a local individual who has acquired enough 
shares of our. stock so that on the cumulative voting basis he can elect a director. 
He is not at all welcome as he is a very controversial person and has been involved 
in many lawsuits.” 

A Connecticut banker: “You are aware of the attrition of national banks due 
to mergers in recent years. I don’t think for a moment, that the cumulative 
voting feature alone influenced any of the cases involved and caused the mergers 
to go the State bank route. I do say that if I were the president of a State 
chartered bank and were considering merger with a national bank, I would 
compare the restrictions of the national bank laws with those of the State, and 
if I found those restrictions unduly burdensome and not in the interest of the 
shareholders of the State bank, I would certainly not go the national bank route. 
The cumulative feature of the present law is burdensome and not in the interest 
of the shareholders nor in the interest of the public. It has been on the statute 
for 20 years too long and is a menace to the national banks.” 

A New York banker: “We have found experience on more than one occasion 
that this is a very vicious law and we hope when it comes up for any action from 
you that you will give it your most favorable consideration. In our opinion it 
should be done away with entirely.” 

A New York banker: “I have been on a board of directors of a national bank 
for over 50 years and never did we go through such a disagreeable episode as we 
did at our last annual meeting of stockholders because of cumulative voting. I 
do hope the bill goes through.” 

An Indiana banker: “I think it is vicious. I have been threatened a number 
of times by undesirables wanting to force themselves on our board. Never have 
I seen it used by a group of small stockholders who are trying to protect any 
rights.” 

An Arkansas banker: “* * * we consider this cumulative voting a vicious 
thing. 

“T happen to know of a case where a small disgruntled stockholder owning less 
than $500 par value of the bank stock secretly got out hunting proxies with view 
of putting himself on the board, voting his small amount of shares and wha 
proxies he could get to elect himself. Fortunately, the management got word 
of it before he got too far and just barely nipped the thing in the bud. This 
threat to a good bank and a good board of directors should be corrected. It 
could be very damaging if a bootlegger or what-have-you should happen to get 
hold of enough shares to elect himself to a board and oust a good loyal man with 
a good reputation in the community and a substantial investment in the bank. 
Every banker in Arkansas that I have heard express himself, whether he is a 
National or State banker, is heartily in favor of the passage of this bill due to 
its fairness, and the resolutions committee of the Arkansas Bankers Association, 
which will hold its meeting in Hot Springs on the 24th instance, will propose a 
strong resolution favoring Senator Robertson’s bill 8S. 3158 °*.” 

An Indiana banker: “I have seen cases where unscrupulous men who had 
made a lot of money have tried to force themselves onto bank boards. This is 
not good for the bank, for the public, or for the depositors.” 

A Florida banker: “You are correct in that we did have a stockholder elect 
himself to our board of directors, by the use of cumulative voting. 

“While we know nothing derogatory concerning the gentleman, he was not even 
known to the majority of our board. Had we been selecting a director, we would 
have done as all banks do and chosen one who we thought would be more 
influential in the bank’s interests.” 

A New York banker: “Our experience has led to the feeling that so-called 
minority representation is more often to have a nuisance rather than a real value 
to a bank. 

“About 4 years ago a local family succeeded in acquiring 50 shares of our 
stock from a party who was somewhat unstable emotionally. Ever since then 
this family has been very active in its efforts to have one of its members elected 
to our board. Two reasons have been given for the desire to have a place on our 
board; one, it would add prestige to the family, and the other, director fees 
would help to make the investment in our stock give a better yield. Our meetings 
for directors are held monthly, and the fee is $25 per director for each meeting 
attended. 

“Ever since the family in question has owned shares of our stock, our stock- 
holders have been annoyed by efforts to secure proxies for our annual share- 
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holders’ meetings or attempts to purchase our stock. Notwithstanding all efforts 
to purchase stock at higher than the going price the outfit about which we are 
writing has only succeeded in doubling their stock in about 4 years, and in all 
our annual meetings since they have been stockholders have they been able to 
vote but 25 shares by proxy. Our stockholders and depositors appear to be 
more concerned as to the possibility of a director being elected by this family 
than is our board of directors. 

“Our shareholders seemingly resent being annoyed and our depositors who 
have expressed themselves do not appear to be too happy about the possibility 
of having any one member of the family about which we have been writing 
elected to our board; hence we are placing more emphasis on nuisance value 
than any real value that might come to our bank through cumulative voting. 
In this instance, we presume that we will have a greater concentration of our 
stock in order to keep the unwanted out of our family.” 

A Mississippi banker: “I feel this bill will mean much to many banks if passed, 
as it is I believe that cumulative voting is not for the best interest of our bank, 
or any bank, and that it makes possible election of an individual whose motives 
and interest might be in conflict with the best interests of the bank and the 
community. The change would make it permissive, not mandatory.” 

A Texas banker: “At my last stockholders’ meeting after the nationalization 
of our bank, a lady stockholder made the statement she would certainly use the 
cumulative voting provision at our next stockholders’ meeting to kick off a 
board member and get someone on the board to her liking. She is a troublemaker 
and her ideas are not to the advantage of our institution. No doubt, most of the 
cases that flare up in the cumulative voting question are similar cases.” 

A Texas banker: “There may be some good in this bill when one considers a 
minority individual or individuals, but I think in most cases where this cumulative 
voting is used or would be used would be by individuals that are doing so for a 
selfish purpose or a spite deal to get some individual on a board of directors and 
kick some other individual off. Personally, I am thoroughly convinced the 
majority should rule and it should be handled in a way that some individual 
could not undercut for their reason some other individual. I feel confident most 
of the bankers in the United States that work with and study this situation and 
fairly analyze same feel that this bill should pass.” 

A Texas banker: “We have observed possibilities of cumulative voting in two 
different situations locally, in each of which we consider the effects detrimental. 
In one case an investment broker, by acquiring a rather moderate amount of 
stock, was able to force a director on the bank’s board. In this instance the 
man placed on the board was without criticism, but this illustrates that the same 
action could have placed a very undesirable person on the board whose obligation 
would have been to his sponsor rather than to the bank itself. 

“In another instance, the holder of a fair-size amount of stock left the institu- 
tion and purchased control of another competitor bank in the same city. Here 
again a man was forced upon the board and, of course, owing his place on the 
board to his sponsor, he felt accountable to the latter in various important 
matters which came up before the board (and there were matters of a delicate 
nature arising of which it was very undesirable that competitors should have 
knowledge before the board felt the time was appropriate for any public 
statement). 

“It has been contended that a so-called entrenched management is in a 
position to perpetuate themselves where cumulative voting is not permitted, 
to the detriment of the institution. It is our belief that if any management of 
any national bank is not performing its duties in the proper manner, is guilty 
of any infraction of laws or proper consideration of the shareholders interests, 
the banking authorities themselves have adequate power and authority to take 
appropriate steps to remedy the situation. 

“Furthermore, we have noted a situation where cumulative voting from 
several holdings might have influenced a sort of mass walkout of directors who 
are representative citizens and whose action could cause the bank untold damage. 
It is not always possible to obtain a most desirable man to serve as director from 
the large stockholders. While it is desirable that the board of directors repre- 
sent a sizable amount of stock so that in their actions concerning the bank the 
directors would have a direct personal interest, yet just as often there are very 
capable men of high repute in the community, desirable as directors, who do not 
own substantial amounts of stock. In fact, it is the desire of many banks that 
their stock have a wide distribution for various reasons with which you are 
familiar, of course. 
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“In conclusion, we think it of interest to note that the placing of mandatory 
cumulative voting in the banking laws was not the result of any general interest 
in such legislation: it was not especially considered as legislation in itself, 
but was part of a very general revision of banking laws; and it is quite possible 
that if this section of the new banking laws had been adequately publicized, there 
would have been considerable opposition expressed at that time.” 

A Texas banker: “Isn't it true also that in many cases where cumulative vot- 
ing has been used to force certain persons on a board, what those exercising that 
power have most in mind is to create a nuisance situation, hoping to force 
management to buy their stock at prices in excess of the current markets? Isn’t 
it true, too, that where management recognizes that there is an element owning 
a sufficient amount of stock, or apparently accumulating what may become a 
sufficient amount of the stock for the purpose of using cumulative voting, an 
unrealistic market is created on the stock, having no relation to intrinsic value? 
Banks with, say 20 to 25 directors, are at the mercy (with respect to whether 
an undesirable or even unsuitable person is put on the board) of anyone owning 
as much as 5 percent of the stock; and this could easily be true of banks with 
small-size boards because of the fact that if the stock is scattered to any extent, 
some 20 to 25 percent of outstanding stock is not usually voted. Where a 
director is put on a board by one or a few stockholders voting cumulatively, isn’t 
it possible that this director may feel under more obligation to that small 
minority interest rather than (as it should be) to the interest of all stockholders? 
Isn’t he apt to feel that whatever he may do or say, he is not responsible to the 
bank but to his sponsors? 

* * * * * * * 


“Smaller town bankers just have to recognize that present-day conditions are 
not suitable for old-style private banking, where ownership and control is in- 
sufficiently progressive to fill the needs of the community. And banking today 
faces plenty of increasing competitive situations with building and loans, credit 
unions, mutual savings, finance companies and whatnot. It must not be fettered 
if it is to cope with these competitive agencies. Let me ask this question: In 
any of these competitive agencies, is there a law or regulation that gives large 
depositors, stockholders, or the managers a right to exercise more authority 
in voting than as one individual? May a property owner cast more than one 
vote just because he owns more property than his neighbor? Or a Congressman, 
because he represents a more wealthy State? If we are to follow the principles 
of our Government in other things, why single out banking for the exception—at 
least where no condition exists to warrant such discrimination? When our bank 
supervisory authorities feel that they really need cumulative voting to aid them 
in controlling undesirable practices, then some basis for consideration might 
exist. 

“IT believe that the supervisory banking authorities through examinations of 
national banks have an opportunity of determining where management is not 
functioning properly and that they have sufficient authority, or are in a position 
to exercise sufficient influence in various ways, to force the termination of 
unsound practices or those which may be detrimental to the stockholders of a 
bank as a whole.” 

An Arkansas banker: “Under the present law passed in 1933 some disgruntled 
stockholders who may have been turned down on a loan or something can get out 
on the street and drum up enough proxies perhaps to get himself elected a 
director with a view of punishing somebody that is trying to run a good bank 
and do his sworn duty. In other words, this thing lets the gap down for most 
anybody to be elected on a bank board that isn’t wanted and isn’t capable of 
serving, if he can get enough proxies. 

“I believe you know we have the reputation of trying to operate a safe bank 
and stay within banking laws, yet perform all the service we can for the com- 
munity. This thing was attempted in our bank, without success, yet it gave 
us a great deal of concern and would have upset the applecart if this disgruntled 
fellow could have gotten enough proxies. He lacked just a little of putting 
over his plan of adding himself to the board.” 

An Alabama banker: “If the minority interest can elect individuals against 
the better judgment of the majority stockholders, it could have distinctly dis- 
turbing results and lead to conflicts in deciding policies and actions in cases 
where it is so desirable to have harmony in directing and running the affairs 
of an institution.” 

An Alabama banker: “As you probably know, under existing laws national 
banks are required to permit their shareholders to vote their stock in the election 
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of directors on a cumulative basis. This mandatory cumulative voting privilege 
is seldom used, and when it has been used, it has frequently been in an effort 
to elect individuals who do not have the best interests of the bank in mind rather 
than business and professional people of demonstrated ability and reputation 
who not only have the best interests of the bank at heart, but also the welfare 
of the community.” 

An Alabama banker: “The national banks in this area, as well as those 
generally over the United States, are very much interested in the passage of this 
bill which does away with the requirement of cumulative voting by stockholders 
but would make it permissive in cases where national banks desire to have it. 
As it now stands, minority groups of stockholders can get together and elect 
individuals who might not have the best interests of the bank in mind and could 
cause a lot of harm to the sound operation of a bank.” 

An Indiana banker: “State banks in Indiana do not have the mandatory 
cumulative voting, and national banks ought to be on the same basis. It is all 
right to make it permissive, but not mandatory. I have known of a number of 
cases where unscrupulous men without good reputations owned bank stock and 
threatened to force themselves onto bank boards. These things are not good 
for the public, for the bank, or for anyone else. I am sure that banks are fair 
enough that if a reputable citizen holds a block of bank stock and is the right 
sort of citizen that they would consider him for their board. However, banks 
do not want men forced onto their board by cumulative voting. I hope you 
will do everything you can to support the bill.” 

A Kentucky banker: “In my 40 years of experience in banking I cannot recall 
a single incidence where cumulative voting has been constructively used but 
many cases where predatory interests have “muscled in,” disrupted the efforts 
of people of demonstrated ability who have dedicated the best years of their lives 
in building a sound bank * * * who not only have the best interest of the bank 
at heart but also the welfare of the community. 

“This is a solid piece of legislation * * * it is long overdue. It does no 
violence to the inherent right of a stockholder to sound profitable management 
because the efforts of the supervising authorities are addressed not only to the 
quality of assets but the conduct of management in relation to stockholders’ 
interest. Of course, bank supervision does not provide absolute assurance of 
sound purposeful bank operations but it yet remains that in cases of malfeas- 
ance or incompetence, the potential of remedial accomplishment by cumulative 
voting pales into insignificance compared to that of the supervising authorities. 
This element of shareholder protection is peculiar to banks and is not present 
in other corporations.” 

A Colorado banker: “In April 1953 a man who had been a resident of Denver 
since 19382, but who is almost unknown in the business community, first acquired 
some stock in our bank. In the fall of 1954, he began to criticize the dividend 
policy of the bank and solicited proxies on that basis. What we have been able 
to learn of his background convinces us that his interest is in the market value 
of our stock with a view to making a substantial capital gain and that he has no 
interest in the bank as an institution. 

“At the annual meeting in 1954 he held proxies to vote something over 14.000 
shares, including his own holdings, or about 7 percent of our stock. The manage- 
ment at that meeting represented about 177,000 shares, or about S85 percent. 
Our board in 1953 consisted of 22 men. In order to prevent this stockholder from 
forcing his way onto the board through the device of cumulative voting, it was 
necessary to reduce the number of directors by one-half to 11 directors. 

“In 1955 he wrote letters to the stcokholders still criticizing the dividend policy 
of the bank, referring in his letters to what the market value would be if the 
dividend were increased. He began an active solicitation for proxies early in 
October 1955. 

“The board of directors was of the opinion that it might reflect unfavorably 
upon the bank if the number of directors were reduced below 11. It was there- 
upon decided to avoid a proxy fight and to invite this man to be a member of the 
board. At the annual meeting in 1955 he represented about 36,000 shares, in- 
cluding his own holdings of about 5,000 shares, out of 300,000 shares, or 12 percent 
of the stock. The management without any active solicitation other than notice 
of meeting and request for proxies represented about 225,000, or something over 
70 percent of the stock. Under the cumulative voting provisions of the law, it 
would have been necessary to reduce our board to seven members to prevent the 
election of this dissident stockholder to the board. 
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“It is our considered opinion that the board of directors of a national bank 
should determine the policies by which the bank is governed without reference 
to the market value of the stock or the potentialities for quick capital gains.” 

A Texas banker: “In previous communication we referred to a situation where 
the holder of a fair-size amount of the stock of one national bank (about 9 
percent, to be more exact), purchased control of another national bank. Although 
it was the desire of the board of the first bank to purchase the stock, the owner 
refused to see it. He was able to force the election of a friend to the board and 
through that to be kept informed of confidential matters relating to his competitor. 

“Then, at a time when bank No. 1 had started publicizing a proposed capital 
increase, he sold his stock to a local security dealer, giving the bank staff no 
opportunity to purchase it—an act which definitely had all the earmarks of a 
desire to embarrass the bank. The security dealer was also then able to exercise 
the rights to purchase the stock accruing under the capital increase. 

“For some years an additional block of stock was owned by a family group, 
several of whom were members of the bank’s board. The group, however, in- 
cluded several families who had not resided in the bank’s home city for many 
years; their interests were elsewhere and they made no contribution of any 
kind to the welfare of the bank. 

“More recently the securities dealer conceived the idea that by merging his 
shares and those of the aforesaid family group, a sufficiently large-size block 
would be available (some 30 percent of the total shares outstanding) to both 
interest certain investors and also to command a premium price, all because of 
the possibilities of the use of cumulative voting. The matter was handled in 
deep secrecy; no intimation was had by the bank staff that any of the said 
shares were purchasable. Hence, out of a clear sky the bank learned that this 
sizable block of stock had changed hands to persons residing in another part of 
the country. 

“When the shares were presented for transfer, it developed that the major part 
of the stock was purchased by a northern investment trust. From the informa- 
tion so far obtained, it would appear that the investment trust is controlled by, or 
subject to considerable influence of certain individuals who in recent years have 
obtained a major position in a number of corporations and institutions. The 
stock in question, voted cumulatively, can force on the board from 4 to 6 repre- 
sentatives, according to the size of the board. 

“The present laws prohibit security dealers from occupying membership on 
the board of a national bank. Certain present laws, we understand, also provide 
certain restrictions concerning the manner in which investment trusts may 
handle stock holdings. But neither of these prevent acts by others who are con- 
trolled by dealers or trusts; hence, through cumulative voting, the laws can be 
circumvented. The institution in question has had a long, honorable record of 
service, growth, and sound banking. That a premium price of some 12 points over 
book value, to show a yield of only 2.65 percent was paid, attests to the soundness 
and future potential estimate of the bank. What, then, would be the motive for 
an investment of some $3 million? Would the purchase have been made were it 
not for cumulative voting considerations?” 





Exursitr C 
EXCERPTS FROM LETTERS OF OFFICIALS OF STATE BANKERS ASSOCIATIONS 
Alabama 


We have, however, as a State association working through our legislative com- 
mittee, taken steps to combat a cumulative voting bill in the last general session 
of the legislature. The fight was successfully carried through, and we did keep 
it out of our local law. 


Arkansas 


Being convinced that cumulative voting for electing directors of national bank- 
ing associations is not in the best interest of good banking operations, we favor 
the passage of S. 3158 (same as 8. 256). The secretary of this association is 
hereby requested to send a copy of this resolution to our Arkansas Senators and 
Representatives. 

Inasmuch as cumulative voting has also been legalized in State-chartered banks 
in Arkansas and is just as objectionable to State banks as to National banks, the 
legislative committee of this association is hereby directed to use its best efforts 
to have the State statute repealed at the earliest possible time. 
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Florida 

* * * We do not have cumulative voting for directors of State-chartered banks. 
In issuing a bank charter, however, our secretary of state can approve the incor- 
poration of this feature. 


Iowa 

We have been inclined to follow the ABA recommendations on this subject, 
however. 
Illinois 

Recently at the three regional meetings of our State committee on legislation, 
we polled the members of the committee who are from national banks, and they 
favored supporting the ABA bill, which would make cumulative voting for bank 
directors optional. 

Indiana 

Unofticially, the association favors the modification of the present provision of 
the National Banking Act and favors the bill passed by the Senate. I think it 
is safe to say that only a very small percentage of our Indiana bankers favor 
compulsory cumulative voting for directors of National or State banks. 
Maine 

I will answer no (there is no statute), but it can be used if it is in their bylaws 
and of course these are subject to the O. K. of the bank commissioner in the 
first place. 

Varyland 

In brief, a State bank in Maryland is apparently permitted to have cumulative 
voting if its charter so provides. Such a provision could be inserted by an 
appropriate charter amendment. 

Massachusetts 

And, further, the only action this association has taken in respect to cumulative- 
voting bill is to place in the hands of each of our cougressional delegation, a 
synopsis of the bill with this association’s opinion that most of the bankers in 
the State favored the optional method. 

Michigan 

I think I can safely say that most bankers in Michigan are opposed to cumu- 
lative voting. However, they have not adopted a resolution to that effect. 
New York 

Our State association has taken no action on the cumulative-voting bill now 
before Congress. It has consistently opposed for the past several years bills 
in the State legislature that would have made cumulative voting in State- 
chartered banks compulsory. 

Ohio 

This law which in effect prohibits cumulative voting unless the articles of 
incorporation provide otherwise, has worked well in Ohio. It has been chal- 
lenged unsuccessfully a few times because it differs from the Ohio general incor- 
poration code. Two or three years ago an attorney stockholder here in Colum- 
bus tested it. Our association went in as amicus curiae to uphold the statute. 
It went to the supreme court and was upheld. 

Every few years a bill goes into the Ohio Assembly, usually inspired by some 
disgruntled stockholder or someone who wishes to get control of a bank. Our 
policy through the years has been to oppose a change to provide for cumulative 
voting, and so far we have been successful. 

The above obviously shows what our long-time policy has been. On the 
strength of that, we have covered Congress, and have urged the national bankers 
to help, in the interest of making the national act conform to the system that 
has worked successfully in Ohio for State banks. 

Oregon 


Frankly, there does not seem to be a great deal of interest in it out here, but 
some bankers, as individuals, may have expressed themselves to their Congress- 
men. 


82525—56——_3 
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South Carolina 

Our association has not taken any action on the cumulative-voting bill; how- 
ever, I think a vast majority of our national bankers are in favor of S. 256, now 
before the Congress. 

One of our State bankers in the State senate indicated a few days ago that 
he was in favor of repealing the cumulative statute in South Carolina. It may 
be that he will introduce a bill to do this. 

Tennessee 

We have not passed any resolutions officially, but at the instance of a number 
of our national banks we did send a bulletin to all national banks suggesting 
that they write their Congressmen to support the bill to which you refer; that 
is to say, making the matter of cumulative voting in national banks an optional 
one rather than a compulsory one. 

The Cuarmman. Are there any further questions / 

Thank you, Mr. Healy and Mr. Givens, for your statements. 

Mr. Mutrer. I would like to make a point of order, Mr. Chairman. 
My point of order is that there was no official notice given to the 
members of this committee of this hearing, at least I received none 
until this morning. The only notice, and that was unofficial, that I 
had of this hearing was that it was going to start tomorrow. 

The Cuairman. That is not a fact; everybody and all members of 
the committee were notified. 

Mr. Mutrer. The first notice I received was this notice which I re- 
ceived this morning. I make the point of order that there is no 
quorum present. 1 object to any of these public hearings going on 
unless there is a quorum present. The rules of the House say that there 
must be a quorum present at all times. 

The CuaiMan. Everybody was notified and the ordinary proced- 
ures and methods were carried out completely. The members were 
notified a week ago before this meeting was called. 

You objected to it and wrote me a letter, and before that letter came 
to me the clerk told me that you wanted a witness named Shapiro to 
come here and I said that he could testify. 

Mr. Muurer. I made no specific request to you or any member of 
the staff for anybody to be heard. I never mentioned any specific 
name to any member of the staff. I wrote you a letter last week that 
I had been told about it by a witness who was told to come here on the 
17th. The members had not been notified that there was to be a meet- 
ing. I found my notice on my desk this morning, this notice from 
the committee was my only official notice. I was informed by outside 
sources that these hearings would start on the 17th. 

The CHarrMan. No. 

Mr. Murer. Well, here is the notice delivered to my office this 
niorning. It was not there Saturday—— 

The Cuarmman. I have been here 23 years and we have always con- 
ducted these hearings with a fine spirit of fair play and sportsman- 
ship, and this is the first time I have ever had any member say that he 
objected to a hearing because a quorum was not present. 

Mr. Murver. This is the first time that I have ever raised the ques- 
tion in or out of committee that there was no quorum present. 

Mr. Brown. We all received the notice of the hearing on Saturday. 

The CHarrMan. Yes, we notified you the other day and I am angered 
now that you come here and make statements like that when you know 
that they are not true. I know you did ask the clerk to have a wit- 
ness come here. I know you were notified a week ago. 
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Mr. Mutter. The letter I had from a prospective witness said that 
these hearings would start on the 17th. 

The Cuarrman. I am sorry this kind of a situation has started in 
the committee, but if there is going to be a challenge, I accept your 
challenge. 

Mr. Mutter. If you think it is a challenge, you may accept it. 

The Cuarrman. That is all right 

Mr. Brown. I suggest you put it off the record. 

Mr. Mutter. No, I will not put it off the record. I am making a 
point of order against the conduct of these hearings without notice 
and that there is no quorum present. 

Mr. Nicnortson. Mr. Chairman, does that mean that the Sergeant 
at Arms has to produce a quorum before we can do business in this 
committee ¢ 

The CHarrMan. Yes. 

Mr. Mutter. I insist that there be a quorum present before this 
committee does any business. 

The Cuarmman. The statement was made here that they wanted to 
have a full, fair, and open hearing. The objection to the Senate com- 
mittee hearing was that there was no adequate hearing over there. 
We want to have an open and adequate hearing here, and you object 
to it. 

Mr. Mutrer. You know that is not so. How long has this bill been 
here, Mr. Chairman ? 

The bill has been here over a year, and in the dying days of the 
session, you tell us you are going to have a full and complete hearing. 

The CHarrMan. We are going to have a hearing, not according to 
your view of what is a full, adequate, and complete hearing. 

Mr. Mutter. I do not ask that it be in accordance with my view, 
but I insist that it be in accordance with the rules of the House and 
the rules of this committee. 

The Cuarrman. You can make a point of order. 

Mr. McDonovucu. Do I understand that your point of order is 
that the hearing conducted up to the present time without a quorum 
is out of order? 

Mr. Mutter. Yes, sir; I do mean that. 

The Cuamman. These hearings have been held before the point of 
order was made. That point of order is overruled. 

Mr. Mutter. I direct your attention to the Speaker’s ruling of only 
last week that a point of order can be raised at any time, even after 
the Rules Committee has reported a bill to the House. 

The CuatrrmMan. The point of order is overruled. 

Mr. Mutter. I will press my point of order here that there is no 
quorum present, and I will make it before the Rules Committee and 
before the full House. 

Mr. Brown. Off the record. 

(Discussion off the record.) 

The Cuatrman. The hearings are concluded for today. 

We are glad to have your views, gentlemen. They will be incor- 
porated in the record, and they will be read. The committee will ad- 
Journ and we will meet tomorrow morning at 10 o’clock. 

Will you make that point of order tomorrow morning / 

Mr. Mutrer. Yes, I will make it tomorrow morning, too. 

(Thereupon, at 11:55 a. m., the committee adjourned until tomor- 
row, Tuesday, July 17, 1956, at 10 a. m.) 
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TUESDAY, JULY 17, 1956 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D. C. 

The committee met at 10 a. m. in room 1301, House Office Building, 
Hon. Brent Spence (chairman) presiding. 

Present : Messrs. Spence (chairman), Brown, Rains, Multer, O'Hare 
Mrs. Sullivan, Messrs. Fountain, Vanik, Holland, Wolcott, Gamble. 
Talle, Kilburn, McDonough, Widnall, Betts, Mumma, McVey, Hie- 
stand, Nicholson, and Bolton. 

The CHarmman. Call the first witness. 

The Crerx. The first witness is Mr. Fred Walker, director, First 
National Bank of Arlington, Va. 

The CHatrMan. You may proceed as you wish. 

Mr. Mutter. Mr. Chairman, may I inquire whether the staff has 
prepared a summary for the members of the statements being pre- 
sented by the witnesses today ? 

The Cuatrman. Yes; I think we have a list of the witnesses today. 

Mr. Mutter. No: a summary of the testimony of the witnesses. 

The CHamrman. The witness has come here to testify orally 

Mr. Brown. We don’t know what the testimony is until he t 


tes tifies. 


The CHAIRMAN. Some witnesses wish to come here and testify 
orally. 
Mr. Mi urer. | am talking about those statements tha ave been 


submitted. 
The CHarman. No; the staff has not prepared summaries. You 
may proceed, Mr. Walker. 


STATEMENT OF FRED WALKER, DIRECTOR, FIRST NATIONAL 
BANK OF ARLINGTON, VA. 


Mr. Wacker. First, if I may be eens ed to do so, one of the 
honorable members of the committee yesterday e tears some in- 
terest in who was responsible for the ia that appeared i the Wall 


Street Journal, and who associated together for that pur pose. I would 
be glad to answer any questions the gentlemen might want to know. 
What would you like to know, sir, concerning that subject ? 

Mr. Tatie. Mr. Chairman, the reference is to the ad, on page 13, 
of the Wall Street Journal for Friday, July 13. Any information 
you can supply will be gratefully received. 
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Mr. Wacker. A group associated themselves together to insert that 
ad in the Wall Street Journal to express their views on the matters 
pertinent. A somewhat loosely organized group associated them- 
selves together to protect their property rights which they deemed 
to be in jeopardy and the ad was in pursuance of what seemed to us 
a perfectly reasonable and legitimate effort to protect their property 
rights that seemed to us to be in jeopardy. 

Mr. Tauie. Mr. Chairman, will the witness supply the names of 
the people who were associated together loosely, as the witness said, 
for this purpose? 

Mr. Waker. Who paid for the ad? 

Mr. Tater. Yes, ne who are responsible for the language in the ad, 
as well as paying for the ad / 

Mr. Waker. I didn’t write the ad, sir, but I did contribute to the 
ad. I would be glad to supply the clerk or the committee, as you like, 
the names. 

Mr. Tatie. We would like to have the names and addresses of the 
persons who comprised this association. 

Mr. Waker. | can give you from memory some of them. I can give 
vou the ones who were most instrumental in the ad, specifically. 

Myself—I am Fred Walker—I did not write the ad. I actually did 
not see it in the paper, but I am familiar with the ad. I discussed it 
with others associated with me for that purpose. 

Mr. Muurer. May I ask, is there anything wrong with this ad? 

Mr. Taute. I have the witness, Mr. Multer. 

Mr. Waker. Mr. Louis Reynolds, San Francisco, Calif. 

Mr. Louis Shapiro of the State of Maine. He has offices, I believe, 
in more than 1 town in Maine, but at any rate there are 3 of them who 
are supposed to testify today and tomorrow, I believe. 

Mr. Maurice Brody of Denver, Colo. 

Mr. Louis Gilbert of New York City. 

Not participating in the ad but one of those in the effort to protect 
our vested interests, our investment in bank stock, was Mr. Robert 
Werbalow, chairman of the board, First National Bank, Bennington, 
Vt. He did not participate in this ad. That was dcne somewhat hur- 
riedly and we had to contact those most available at the time. 

Mr. Tate. To the best of your knowledge, are the persons you have 
named the people who comprised the association ? 

Mr. Waker. I don’t think I have left out any that I can think of. 

Mr. Tate. May I ask who composed the ad ? 

Mr. Waker. | am not sure, sir. I did not compose it, but I con- 
curred generally in the tenor of thead. Perhaps these gentlemen, some 
of them are scheduled to testify, perhaps they might answer that. We 
all had something to do with the substance contained in there which as 
I say I personally did not write, but we had discussed the general 
nature of the ad. That is the subject. 

Mr. Tate. Do you know whether the members of the so-called asso- 
ciation had an opportunity to read the ad before it was approved and 
appeared in print? 

Mr. Waker. Yes, we did. 

Mr. Tauue. Insofar as you know, every member of the association 
had an opportunity to read the ad? 

Mr. Waker. So far as I know. 
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Mr. Tatur. Inasmuch as the witness has stated that several mem- 
bers of the so-called association are present in the chamber this 
morning, I shall be happy to have testimony from each one as he ap- 
pears with reference to this ad. 

Mr. Waker. Have you any other questions to me, sir, concerning 
that subject ? 

Mr. Tate. Not now, sir. 

Mr. Murer. Mr. Chairman. 

The Coamman. You may proceed, Mr. Walker. 

Mr. Murer. Mr. Chairman. 

The Cuarrman. Mr. Multer. 

Mr. Muurer. While the question of the ad is before us, has the ad- 
vertisement been put in the record ? 

Mr. Tari. Tread the ad into the record yesterday morning. 

Mr. Muurer. Mr. Walker, I don’t know whether you get the im- 
pression as I do that these inquiries addressed to you and other persons 
about this ad, that there is an intimation that there is something wrong 
about the ad. Do you know of anything that is wrong or misstated in 
the ad? 

Mr. Waker. Absolutely not. I believe anyone would have a right 
to run such an ad and proponents of the bill have certainly manifested 
a great deal of interest in promoting their point of view. I feel that 
the opponents of the bill have an equal opportunity to propound their 
point of view. Whether it is right or wrong we have a right to our 
point of view. I think the ad is perfectly reasonable. I see nothing 
immoral, illegal, or unreasonable about our means of propounding that 
point of view. That is my personal opinion, sir. 

Mr. Mutter. For whatever it may be worth, I agree completely with 
what you have said about the ad. I saw the ad for the first time 
yesterday afternoon. Now, somebody in the Senate might rise to a 
point of personal privilege because the ad refers to the fact that the 
Senate rushed the bill through with little or no notice to those who 
might be opposed to it, and ina very short hearing. 

The fact of the matter is that in the other body the Senate com- 
mittee conducted their hearings on April 7,1955. It was a one-morning 
hearing during the course of which the Senator presiding asked that 
everybody hurry up and get through so the hearing could be closed 
that very morning. That is in accordance with the printed record of 
the hearing, is it not, sir? 

Mr. Waker. I believe that is correct, sir. 

Mr. Mctrer. And little or no notice was given to anybody with 
reference to the hearing in advance of the scheduling of the hearing; 
is that not so? 

Mr. Wanker. It was by sheer accident that it came to my attention: 
as I recall, I read something about it in the Congressional Record, if I 
recall correctly. It has been some time ago. 

Mr. Muttrrr. When the bill reached the floor of the Senate much 
was made of the fact that there was only one person heard at those 
hearings in opposition. 

Mr. Waker. Your humble servant was that person. 

Mr. Muurer. Yes. 

You know, as a matter of fact, that if other persons who were op- 
posed to this bill, stockholders in national banks who were opposed to 
this, had they been notified they would have appeared ; would they not? 
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Mr. Waker. Yes. In my testimony before the Senate committee 
last year, sir, I gave nowhere in my testimony, 2 to anyone else that 
I recall in connection therewith, my address. I did not give my ad- 
dress. Yet letters began to pour in to me from coast to coast. Some 
of them remarked they hoped the post office would find me somehow, 
somewhere, and deliver those letters, inasmuch as I had not given my 
address. I didn’t encourage it. They continued to pour in and I have 
3 or 4 file jackets on it. 

Mr. Gamer. Regardless of whether there was one person present 
at the meeting or not, the bill passed the Senate. 

The Cuamman. Was there an intimation in that advertisement that 
the same thing was about to be done in the House? 

Mr. Gamste. That is right. 

The Cuarrman. We are trying to avoid that. Most of those who 

requested it have been given an opportunity to be heard as we have 
given you an opportunity to be heard. 

Mr. Gamer. I don’t have a copy before me. 

The Cuairman. The thought was that the House was railroading it, 
too, and were not giving you an opportunity to be heard. We are 
giving you that eppostunity to be heard now. 

Mr. Mutrer. I did not object to Mr. Gamble or the chairman in- 
terrupting me in my questioning. May I proceed, sir? 

The Cuamman. I am sorry. 

Mr. Mutter. I have no objection, as long as I can get the witness 
back. I will yield at any time to any member who wants to ask a 
question, at any time I have a witness. I only want to be sure that I 
get the witness back before the chairman proceeds to call another 
witness. 

Now, just one other thing with reference to this ad. This is not 
intende a to be any reflection upon the fairness of the chairman of this 
cominittee or any other member of it, but here, too, a member of this 
comimittee might rise to a point of personal privilege because of the 
statement that the House Banking Committee- 
has just scheduled a little publicized hearing for next Monday, July 16, and there 
is grave danger that the committee may report out the bill very soon without bank 
investors having had sufficient public notice of hearings that they may have an 
opportunity to appear to safeguard their rights. 

Now, that statement is in accordance with your knowledge of tl 
facts; is it not 4 . 

Mr. Wanker. Yes. I see nothing inconsistentewith the facts. 

Mr. Muurer. This hearing was very little publicized. 

My. Waker. Yes. 

Mr. Muurer. Asa matter of fact, there is one statement in the Wall 
Street Journal just before the announcement of the meeting that the 
chairman had been etait whether a meeting would be held and the 
answer to the question was he did not know where. Isn’t that right? 

Mr. WaLker. That w as my understanding. 

Mr. Muurer. That is all on that subject, Ma. Chairman. 

The CHAIRMAN. 7 was public ized eno ugh to have word from all 
over the United States with regard to it and it was given as mucl 
pu bl yvasany other bill of the same character. 

Mr. eo yrer. I don’t want to argue that question, Mr. Chairman, 
but I do want to make this statement, that there are investors and 
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stockholders in national banks throughout the country, particularly 
on the west coast and particularly in California who are seriously 
affected by this bill, and who are opposed to it and they haven’t had 
time to get here. IL have had a volume of mail, telegrams, and letters, 
since these hearings were announced, of opposition. 1 have just two 
letters in favor of the bill and a volume of letters and telegrams 
opposed to the bill and asking for the opportunity to be heard. 

Now, all I could do was to tell these people to contact the chairman 
and request to be heard. I had no authority to tell them whether 
they could or could not be heard. 

‘Lhat is all i have at the moment. 

Mr. Waker. May | proceed, sir / 

The Cuairman. Mr. Walker, you may proceed with your statement. 

Mr. Wauker. Mr: Chairman, and geniiemen of the committee, 1 am 
a merchant of Arlington, Va. 1 was one of the founders of First 
National Bank of Arlington, Arlington, Va., having represented the 
bank’s organizing committee ofijicially as its correspondent during its 
organization. 1 am now a director and have been so continuously 
since this bank was founded in 1951. 1 am one of its largest stock- 
holders. 1 have been one of its iargest stockholders from its in eption. 


’ 
a bill to eliminate cumulative voting of shares of stock in the election 
oi directors of national banking associations, unless provided for in 
the articles of association. In the light of my careful study, observa- 
tion, and experience, 1 oppose this bill for the following reasons: 

1, A national bank no less than any other corporation is the property 


L appear before this committee in respectiul opposition to S. 256 


of all its stockholder owners—a 49-percent minority ownership is 
justly entitled to a voice in the management of their investment by the 
same token as the 51 percent majority ownership. 

2. The voice of this 49 percent ownership of the board of directors 
of its bank is demanded by simple justice, equity, and fair play. 
Furthermore, it is wise and prudent (a) to exercise scrutiny and first- 
hand knowledge through representation on the board, of how their 
money and that of the depositors is being used, and (6) in order to 
provide an exchange of ideas through a friendly discussion forum for 
each to weigh and consider, and out of which to forge a wiser policy 
than would a board all of one mind. 

3. Minority representation acts as a check and balance and does not 
permit complete one-man dictatorship of a board of directors. 

4. Enactment of S. 256 removing or repealing the existing and 
widely used cumulative voting provision, which has proven its merit 
for almost a quarter century, and denying minority ownership a voice 
in the control of their investment, would be a throwback to the horse- 
and-buggy era and would cause more discord, not less, as has been 
inferred by some proponents of this bill. It would cause more dis- 
cord in the form of widespread, all-out proxy fights for complete con- 
trol, because of S. 256 is enacted a 49-percent minority could have no 
voice whatsoever in the management, protection, and safeguarding of 
its investment without an all-out proxy fight. Such a proxy fight 
would itself tend to create far more discord or force the minority to 
resort to possibly harmful litigation in order to protect its invest- 
ment because S. 256 would remove the minority’s only other alternative. 
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5. Moreover, the arguments advanced by some proponents of this 
bill that minority representation on the board of directors will ob- 
struct the orderly conduct of the business of the bank is as invalid 
and unsound as to argue that the greatest and best legislative body on 
earth—the Congress of the United States—should contain no minority 
party members whatsoever lest there be discord and obstruction of its 
orderly processes. A one-party system monopoly can only result in 
one-man dictatorship on a bank board of directors as well as in a 
great legislative body. 

6. A minority-elected directer, contrary to what has been inferred, 
is no more likely to improperly disclose confidential information that 
might tend to be imprudent or detrimental to the best interests of 
the bank than would a majority-elected director. 

In fact less so, because for one very important reason he would, by 
so doing, be doing injury to his own investment to a much greater 
degree than does the majority director elected by management to do 
its bidding and dependent for election and reelection solely to man- 
agement. 

Let us take for a quick hypothetical illustration of the point, a five- 
director national bank having a $1 million capital structure of 20,000 
shares selling at $50 per share. 

Under the present cumulative voting dispensation, in order for a 
minority-elected director to be elected he must either own, or be the 
personally chosen representative of and be held accountable for his 
good management stewardship to the owners of $199,000 worth of 
stock in such a bank, in addition to the $1,000 stock ownership required 
of a director. 

It is hardly likely that such a minority-elected director, owning or 
held personally accountable to ownership of such an investment would 
disclose confidential information that might tend to be imprudent or 
detrimental to the best interests of the bank. 

Whereas in contrast, the management-elected puppet director need 
be personally accountable only to management who elected him, plus 
to a mere $1,000 of stock ownership required of a director. 

The former is owner chosen and elected and responsible to such 
owners, whereas the latter would be management chosen and elected 
and responsible solely to management. 

7. Enactment of S. 256 eliminating mandatory cumulative voting 
would make possible the self-perpetuation of entrenched management 
and their monopoly control, even though exercise of this control may 
no longer be serving the best interests of the bank, its stockholders, or 
the public. A dictatorship-controlled, rubberstamp board of di- 
rectors is a board that does not properly fulfill a director’s oath nor 
does it fulfill its responsibilities as directors. This self-perpetuation 
of control by the majority inay be accomplished in the following ways: 

By management’s utilizing the bank officers and other salaried per- 
sonnel, on the bank’s time, day after day, to solicit proxies for manage- 
ment’s slate by phone, letter, and personal contact, even pressuring of 
borrower stockholders who are indebted to the bank, as well as bring- 
ing to bear the weight of the bank’s power, prestige, and influence. 

By the hiring of proxy solicitation firms, law firms, and public rela- 
tions firms to wage intensive proxy solicitation campaigns at the ex- 
pense of the bank and, therefore, let it be noted, at the expense of 
minority ownership; and, moreover, all proxies so gathered to be cast, 
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not for the two director candidate slates but rather for the manage- 
ment slate exclusively. 

It is the duty of management to send notices of annual meetings and 
even with blank proxy forms attached for the shareowner to vote for 
his choice, but instead he is sent an already filled out proxy form with 
ne blank for voting for other than management's proxy. In fact only 
management’s proxy caster” s name is printed as an integral printed 
part of the management’s own proxy form with no blank space left for 
any other. 

In the overwhelming majority of cases the stockholder returns man- 
agement’s already- -filled-out proxy, largely because he is not usually 
conversant with his right in such matters, and obediently and unques- 
tioningly signs the proxy from where the X appears as directed and 
returns it. 

Whereupon it is then cast for the reelection exclusively of majority 
management’s directors. Moreover, unless the stockowner should 
happen to be sufficiently informed regarding the proper procedure and 
of his rights in such matters—a large percentage of otherwise intel- 
ligent shareholders are not so informed—or if he lives in a distant 
city or finds it impossible to attend in person to cast his shares, he then 
has the choice of the following alternatives, namely, (1) not to vote 
his shares at all, which would redound to management’s advantage, or 
(2) to go to the time, trouble, and expense to have printed or otherwise 
prepare another proxy form properly worded, lest it be thrown out. 

Otherwise, he must endeavor to search out and find some other 
shareholder who must own stock in the same bank and who is going to 
attend in person, who is not an officer nor employee of said bank, and 
who will agree to nominate and/or cast the proxy for a minority 

candidate of his own choosing wis is properly qualified to ‘tat mM 
aineetins 

These are only a few examples of the advantages acc ruing to such 
majority in power and further illustrates how difficult it is for 
management to be replaced or even strengthened, no matter how justi- 
fied or desirable it may be in the best interests of the bank. 

Thus, management combats any efforts minority stockholders may 
make to replace any or all of an entrenched inefficient, moribund, or 
incompetent board of directors or those who may be found to have 
become inactive or who may not have sufficient vested interest of their 
own to have the bank’s welfare sufficiently at heart. 

Often they have exhausted their credit at other banks and desire 
to be on the board in order to use the bank as an instrument to further 
their own selfish personal financial gain, by borrowing further for 
highly speculative investments and enterprises for which other banks 
have refused to extend them credit; rather than to use the bank as an 
institution to serve the public banking convenience and necessity and 
as a trustee of the public’s money and to contribute to the sound and 
prudent stewardship as fiduciary of the investment of the bank’s stock- 
holders and of depositor’s money. 

In many instances these entrenched directors may have only the 
minimum $1,000 investment in stock required of a director and 
be solely concerned with the power and prestige of a national bank 
directorship. 

8. Enactment of this bill would discourage investment in national 
bank stock by eliminating the minority director or directors from a 
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multitude of national bank boards from coast to coast. It would fur- 
thermore deprive the bank of the benefits of a vigilant minority that 
would act as a most effective check and balance and prevent majority 
board management for example, from adopting a supercilious and con- 
temptuous attitude toward conventional tried and proven sound loan 
policies; policies which are based upon a wealth of cumulative loan 
experience gained over the years by the banking business in this 
country. Thus, eschewing experience and substituting so-called pro- 
gressive liberalized and unsound loan policies instead. 

Lester A. Pratt, an eminent and nationally recognized authority in 
the examining of State and National banks for 33 years, and author of 
Bank Frauds, Their Detection and Prevention, among other books, has 
frequently addressed State banking associations on the subject of bank 
frauds. During the past 3 or 4 years he had conducted the surveys 
of all the banks in the States of Jowa and Pennsylvania; the results 
of both these surveys were distributed to all insured banks by the 
FDIC. 

This eminent authority wrote an article appearing in the banking 
publication, United States Investor on April 5, 1954, entitled “Bank- 
ers Never Die—They Just Lose Interest,” from which I quote in part 
as follows: 


Recently there has been a suggestion made that there should be a rotation of 
directors as well as a rotation in the executive management. We rotate ma- 
turities in investments—why not in management’? It is conceivable that a 
board, the individual members of which are not changed over a period of years, 
might avail themselves of their oneness and in the event of things going wrong 
withhold that fact from the stockholders: whereas a periodic change in the 
membership of the board would render this form of reticence less probable * * * 

+ Unhappily, there have been some instances in the course of the past 
few years in which directors of banks have been guilty of conduct which would 
be difficult to denounce in language of sufficient emphasis * * *. A board which 
never changes except by death or by voluntary retirement becomes self-elective, 
with a tendency to intellectual stagnation and impairment of business vigor. 

If a director becomes incompetent or ineligible by reason of age or infirmity, or 
any other cause, it is not only the right but the duty of shareholders to re- 
place him * * *, 

Where the board has become moribund, the result is usually the creation of 
a “one man” bank. In such a situation the principal active officer, either 
president or cashier, steps into the picture to dominate the situation. In other 
instances it may be a director who owns a controlling stock interest. 

Now “one man” banks are particularly susceptible to fatal consequences as 
past experience has demonstrated. By reason of having uncontrolled authority 
and inadequate supervision by the directors, a dishonest official has uncon- 
trolled disposition of the bank’s assets over such long periods of time that the 
abstractions attains considerable size before they are discovered. 

But it should not be inferred from this that these dominating officials are dis- 
honest as a class. As a rule, they have rendered years of conscientious and 
faithful service in acquiring their position of control. But experience has 
shown that the most reliable of men, when exposed to the coincidence of ex- 
treme temptation and unopposed opportunity to misapply funds, may go astray, 
without any intention of ultimately defrauding the bank. 

The first step may be merely an unwise speculation with bank funds, with 
the object of ultimate profit to the bank rather than to the individual. Because 
of the risk element, the transaction is concealed from the directors. Possibly 
the board is so supine that no active concealment is necessary—until the specu- 
jJation fails. But now there is a loss to be concealed, until restitution can be 
made from another “honest” speculation. Also the bank examiner must be 
deceived. False entries are made. Our normally honest official has become 
a criminal. To the moralist there will be some difficulty in determining 
whether the burden of guilt rests more heavily on the officer or on his careless 
board of directors. 
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In many instances, the chief executive officer has attempted to inject new blood 
into the veins of the board members to revive the dying energy with new ideas; 
such efforts, while very laudable, are not usually successful for, as the Good Book 
states, “You cannot fill old bottles with new wine.” As a result, there is stagna- 
tion on the part of both the administrative and executive management, which 
eventually results in a merger, yoluntary liquidation, or disaster of the worst 
consequence from dishonest acts. 

There are many cases where the directors have left everything in the hands 
of the chief executive and have awakened one morning to find their bank wrecked. 
But it does not usually end there. As a result of their negligence they may be 
charged with losses which may wipe out not only their stockholding but their 
personal fortunes. 

Enactment of this bill S. 256 would remove cumulative voting for 
directors which is the only method of voting that assures minority 
stockholder ownership any representation whatsoever on boards of 
directors, and someone representing their ownership to exercise scru- 
tiny and firsthand knowledge of how their money and that of de- 
positors is being used. Cumulative voting is necessary in order to 
protect economic democracy within the banking business structure of 
our Nation. Economic democracy no less than political democracy is 
the sound and wholesome American way, with its checks and balances 
and giving minority stockholders in American banking a voice and 
representation in that which is their own, no less than political stock- 
holders must have a voice in the political government which governs 
them and their property. 

In the absence of economic democracy, dictatorship is certain to fill 
the vacuum just as in government where political democracy no longer 
prevails. This inevitably leads to revolt, bringing in its wake turbulent 
dire consequences as certain as night follows day. 

Senator Lehman, speaking as a former bank director as well as a 
legislator, presented a forceful argument against this bill and con- 
versely for mandatory cumulative voting when he said, and I quote: 

Today bank boards are picked by the bank management, who select those whom 
the management knows will be in complete accord with, and under the direction 
of, the management. The management will not put on a bank board anyone 
whom it fears might differ with the philosophy or policies of the management. 

As has been pointed out, the proviso clause “unless provided for in 
the articles of association” is completely hollow and of no real signifi- 

-ance, inasmuch as minority ownership could not be represented on 
the board of directors in the management of their investment without 
consent of the majority management because it is self-evident that if 
this pernicious bill should be enacted into law, then the majority man- 
agement and majority alone, by reason of the fact that they are major- 
ity management, would have the sole power to exercise or not to exer- 
cise this option at their own pleasure. I have pointed out elsewhere 
herein how this may be done. Thus, entrenched majority would under 
this bill, if enacted, have the means at their disposal to perpetuate 
themselves in a monopoly dictatorship control; in control, let it be 
noted, not only of minority stock investment but of moneys and other 
assets deposited i in national banks by the public. 

There is, moreover, a rather widespread misconce ption that the 
supervision properly exercised by F ederal authorities over national 
banks through examinations made periodically by the F ed ral authori- 
ties alone is a sufficient safeguard that the bank will be prudently 
managed and safely and soundly operated. This is not so. Though 
it is wise and essential, so far as it goes, it does not, and in fact cannot, 
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operate the bank or take the place of sound and prudent management, 
and, of course, does not undertake to do so. 

Lester Pratt, the eminent bank auditing authority, in the April 3, 
1954, issue of the banking and investment publication entitled “United 
States Investor,” says: 


Governmental examination of banks has for its principal purpose the appraisal 
of certain assets and to see whether they are complying with the law under which 
they operate. 


Consequently, the major emphasis is placed upon determining the financial 
condition of banks and not upon prevention of defalecations. This is evidenced 
by the ability of some embezzlers to cover shortages over fairly long periods, 
during which time several examinations may have been made, including those by 
directors. Often examinations by bank examiners cause shortages to be dis- 
covered, but discovery seldom occurs in the early stages of embezzlement. Most 
frequently, discovery by bank examiners results because the shortage has 
reached such proportions that the embezzler can control it no longer. 

To cite briefly just one other example: National bank examiners 
evaluate the soundness of a loan risk on the basis of documentary evi- 
dence of the borrower’s assets submitted and do not and cannot under- 
take to investigate to ascertain whether or not such assets claimed by 
the borrower applicant do in fact exist. That is the sole responsibility 
of bank management. Thus, it may be seen that such supervision as 
that properly exercised by Federal authorities alone is no assurance 
to a 49-percent minority stockholder ownership that its investment 
would be adequately safeguarded by a majority management in which 
this minority had no representation and no voice. Such would be the 
case if S. 256 should be enacted into law. 

The Cuarrman. Mr. Walker, I believe you say at the commencement 
of your statement that you had organized the bank in Arlington, that 
you were one of the organizers ? 

Mr. Wacker. Yes; I am 1 of the 3 directors on the present. board 
who initiated the organization of the First National Bank of Arling- 
ton. I sold more stock than any other on the organizing committee. 
I served officially as the official correspondent for the organizing com- 
mittee and have been for most of the life of the bank its largest. stock- 
holder, and at present am one of its largest. 

The Cuarrman. What is your title; are you president? 

Mr. Waker. I am director. I have served repeatedly as chairman 
of the executive committee and the loan committee, the loan discount 
committee, and various other committees, but I am a director. I was 
elected moreover by majority management in all of the years of the 
existence of the bank except one. In one year it was proposed by 
certain interests to throw me off the board and the outcome was, the 
owners of the bank, the stockholders, manifested their confidence 
in me to the extent of electing me by the greatest vote ever cast for 
a single director of the bank, before or since, and not one share of my 
own stock nor that of my family was cast in my behalf. It was all 
the other holders other than myself and my family that was cast 
for me. 

Mr. Brown. Mr. Chairman, let me ask one question. As I under- 
stand, your bank officials are opposed to doing away with cumulative 
voting; is that right? 

Mr. Waker. Who is that? 

Mr. Brown. The officials of your bank are for cumulative voting? 

Mr. Waker. I don’t know. 
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Mr. Brown. Under this bill you can still have cumulative voting. 

Mr. Murer. How? Only if a majority of the stockholders will 
enact an amendment to their charters permitting it. 

Mr. Brown. If they do that. 

Mr. Tauie. Mr. Chairman, what will prevent them from doing it? 
Mr. Muurer. Do you think any majorities in these banks will say 
“We changed the law and we don’t have to give it to you, but out of 

the goodness of our hearts we are going to give it to you”? 

That is rather naive. 

Mr. Waker. The majority of management, in answer to the ques- 
tion someone propounded, the majority of management has it within 
their discretion to prevent the matter from being acted upon favorably. 
In other words, by reason of the fact that they are a majority, they 
could control the situation. 

Mr. Mutrer. They may never bring it to a vote, and if it does, can 
vote it down. 

My. Waker. They can prevent its even being brought to a vote 
because of the fact that they are the majority. And who can con- 
ceive a majority that wants to vote themselves out of power. I cer- 
tainly cannot. I don’t have that good an imagination. 

Mr. Brown. I maintain that the stockholders of a bank, if they 
want a change they can still have cumulative voting under this bill. 

Mr. Mutrrr. Would you be for amending this bill so as to pro- 
vide that they may change it—not that they must change it—amend 
this bill so as to give the stockholders of the banks permission to do it 
provided there is a 75 percent vote of the stockholders. 

Mr. Wo corr. If the articles of association so provide. 

Mr. Mutter. This says there shall be no cumulative voting unless 
the stockholders by majority vote so provide. Do you think the mi- 
nority stockholders should be so deprived of their rights? Do you 
think one group should have 100 percent of the represent: ition ¢ 

Mr. Botton. Mr. Chairman, merely because it is drawing late, if 
the other members of the committee have no questions of the witness, 
I do and would like the opportunity. 

The CuatrrMan. I recognize Mr. Bolton. 

Mr. Murer. Mr. Gamble asked for recognition first. 

Are we going to follow the 5-minute rule and go around the table, 
or are we not ? 

The CuairMan. No one seemed to ask any questions. 

We will go around the table. 

Mr. Murer. Either we should follow the 5-minute rule or start 
asking for recognition. Which are we todo? 

The Cuarrman. You have taken up more time than almost any 
member here all the time and then you protest more. 

Mr. Mutter. I do not protest more, Mr. Chairman. I resent that 
statement. I have yielded every time whenever any member wanted 
to ask any questions. You said in executive session we were going to 
follow the consent 5-minute rule, which would permit going around 
and giving each member 5 minutes until we exhausted our questions. 
Now I want to know what are we going to do here ? 

The Cuarrman. Iam not going to make any report to you. 

Mr. Wolcott, have you any questions / 
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Mr. Wotcorr. I have a suggestion. I suggest we conduct our- 
selves as Members of Congress should, in quiet, orderly tones. We 
can get along faster, I think. 

I have no questions at this time. I may have some later on. 

The Cuarrman. Mr. Brown. 

Mr. Brown. No questions. 

The Cuarrman. Mr. Talle. 

Mr. Tatir. Mr. Walker, how many directors are there on the board 
of the First National Bank of Arlington, Va. ? 

Mr. Waker. The First National of Arlington ? 

Mr. Tatix. Yes. 

Mr. Waker. Seventeen directors. 

Mr. Tatuir. Now, the views expressed by yourself in today’s testi- 
mony, are they your personal views or are they shared by other 
directors of the board ? 

Mr. Waker. They are my personal views. I do not presume to 
speak for the other directors of my bank. 

Mr. Tater. In other words, these are your personal views, and you 
are not the spokesman for the board of 17? 

Mr. Waker. No; nor they for me. 

Mr. Tauie. And, of course, you are aware, because you have men- 
tioned it twice in your testimony, that this bill would not prevent any 
bank from having cumulative voting if it wants to because it says 
“unless provided for in the articles of association.” So any bank can 
have it if it provides for it in the articles of association. 

Mr. Waker. As a practical matter, no; it cannot, because the 
majority of management could prevent it from coming to a vote. 

Mr. Woxtcorr. Would the gentleman yield? 

Mr. Tatze. I yield to Mr. Wolcott. 

Mr. Wotcorr. Could I ask the witness or the staff whether an offi- 
cial of the First National of Arlington will appear before us? 

The Currk. He is scheduled for tomorrow, Mr. Wolcott. 

Mr. Broynitn. He is the chairman of the board. 

Mr. Tarte. What office does he hold ? 

Mr. Waker. He is chairman of the board. 

Mr. 'Tatie. Mr. Chairman, in the light of that information I will 
ask no further questions at this time. 

Mr. Wacker. In our bank the chairman of the board has no more 
authority than any other director. That was passed as a special 
resolution. That wasn’t true until a special resolution was passed. 

The Cuarrman. Mr. Multer- 

Mr. Murrer. Mr. Chairman, before I proceed, a parliamentary in- 
quiry. Are we under the 5-minute rule? 

The Cuatrman. I recognize you for 5 minutes; yes. 

Mr. Murer. Very good. 

Mr. Walker, by way of preliminaries, you and most of the gentle- 
men who are in the room today appeared yesterday when I raised a 
point of order there was no quorum present. You may have observed 
from time to time this morning there may be no quorum present if 16 
were the number required for a quorum. However, let’s say for the 
edification of those opposed to this bill, this morning the rule of this 
committee has for the first time been changed and now we may pro- 
ceed in public hearing with a quorum of two. So if you find any two 
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members here and I don’t raise a point of order, it is because the old 
rule has been changed for the benefit of this bill. 

Mr. Woxcorr. Will the gentleman yield ? 

Mr. Muurer. Yes. 

Mr. Woctcorr. I want to call to your attention that on numerous 
occasions the chairman and I have sat here until 5 or 6 o'clock at night, 
the only 2 members of the committee, to take testimony. 

The CuHarmman,. That is right. 

Mr. Moutrer. And I have many times relieved the chairman and 
done the same thing and sat here until 6 o’clock at night so witnesses 
could be heard. Iam ready to do it again. 

Mr. Woxcorr. There isn’t any particular change in the order of 
things because there will always be two members here, even if the 
chairman and one other member has to stay. 

The Cuarrman. The witness is not here to discuss parliamentary 
law. 

Mr. Muurer. I am not discussing parliamentary law with the wit- 
ness, Mr. Chairman. I am making an observation for his benefit 
and for the benefit of others who may be opposed to this bill. 

Now, if I may proceed, Mr. Chairman. 

Mr. Walker, I didn’t quite catch all of the answer you made to one 
inquiry about your own services to the bank as a director. 

Did you say there was one time when you were deprived of the office 
of director by cumulative voting, or did I misunderstand you? 

Mr. Waker. No; I was not deprived of the office. An attempt 
was made to vote me off the board. It ended disastrously for the 
opponents and I received, instead of being thrown off, I received the 
highest number of proxy votes ever cast for a single director before 
or since, despite the fact that not one share of my stock, nor that of 
my family—not one such share was cast for me. 

Mr. Mutter. It is fair to say, is it not, Mr. Walker, that if it weren’t 
for the provision in the law that exists now which this bill seeks to 
repeal, that the attempt could not have been made against you ? 

Mr. Waker. May I finish, please ? 

Mr. Muurer. I am sorry. 

Mr. Waker. In addition, those who entrusted their property to me, 
largely voluntarily, almost, with very few exceptions, were those 
proxies—and some of them including bank presidents who owned 
stock in our bank—with those proxies I elected 2 and almost 3 direc- 
tors. I held in my hand at one time between one-fourth and one-third 
of the entire stock proxies of the entire bank. 

Mr. Mutter. Am I not right that if it were not for this law as it 
exists today, which is sought to be repealed by S. 256, the people op- 
posing you would not even have made the attempt to remove you and 
have someone else elected in your place. 

Mr. Waker. The majority controls. That is correct. The ma- 
jority controls and can prevent the question of exercising this option 
that is in this bill. They can prevent that from coming to a vote 
because they are a majority. They can prevent that from coming to 
a vote. 

Mr. Murer. Despite that experience of yours and despite the fact 
that you are sitting and have been sitting by majority vote on your 
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board of directors of this National Bank of Arlington, Va., you are 
still opposed to taking away cumulative voting? 

Mr. Wacker. I certainly am. I think that would be one of the 
worst things I could readily conceive happening to the national bank- 
ing structure. 

I might add that since that incident you questioned me about in 
1953 when the attempt was made unsuccessfully to eject me from the 
bank at the annual stockholders election, that a considerable number 
of those directors have told me that it has been to the bank’s benefit 
and that this development had redounded to the great benefit of the 
bank, resulting in sounder policies of management F and actually more 
harmonious operation than before. 

A number of the directors have told me privately and in some cases 
publicly, the same group that was opposed to me in the proxy contest. 

Mr. McDonover. Will the gentleman yield? 

Mr. Mutrer. I yield. 

Mr. McDonovuen. Mr. Chairman, there is a gentleman here from 
California scheduled to be heard this morning and I want to be cer- 
tain he will be heard tomorrow morning if the committee can’t hear 
him today. 

Mr. Muurer. I think Mr. Walker would probably be very happy to 
step aside tomorrow morning—not now, because it 1s too late; we only 
have 4 or 5 minutes more now; would probably be happy to step 
aside tomorrow morning and let this other gentleman testify first. 

Mr. McDonovan. It will take too long to hear him this morning. 
I want the chairman’s assurance. 

The Cuarrman. We have taken up all morning now. 

Mr. Muurer. We haven’t taken up all morning, Mr. Chairman. We 
have been on this bill at this public hearing for exactly 56 minutes, 
this morning. 

Mr. McDonovueu. Let the chairman tell us what he is going to do. 

The CuHarrMan. We wouldn’t have had any time if you had your 
way to protest against a quorum. You usually make a point of order 
whenever a quorum is not present. Notwithstanding we are trying 
to give your own witnesses an opportunity to be heard. 

Mr. Muurer. I resent that statement. These witnesses are here 
talking on their own behalf and on behalf of the investing public. 
I have no interest in this bill. I have no stock in any national bank. 

The CuatrrMan. You are too much aroused about the statement, it 
seems to me. 

Mr. Murer. I am very much aroused about the way this bill is 
being forced through here without proper and full hearings. 

Mr. McDonoveu. Mr. Chairman, may I have the chairm: an’s as- 
surance that Mr. Reynolds will be heard tomorrow morning / 

The Cuamman. We have aschedule for tomorrow morning. 

Mr. McDonoveu. Right. 

The CuHarrMan. We told them we would give them as much time— 
we would give as much time to the opposition as to the proponents 
of the bill. We have a schedule tomorrow morning and we can’t 
bring Mr. Walker back tomorrow morning. 

Mr. McDonoven. I didn’t say Mr. Walker. I say Mr. Reynolds, 
of California, who has not been heard this morning; can he be heard 
tomorrow morning / 
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The Cuarrman. He was scheduled this morning / 

Mr. McDonovaeu. Yes. 

The CuamrMan. We will try to give him an opportunity to be heard. 

Mr. McDonoven. Then he will be heard tomorrow morning ? 

The Cuarrman. How is the time, Mr. Clerk, tomorrow morning? 

The Cierk. Mr. Chairman, we have three other witnesses scheduled 
for this morning who have not been heard. In addition we have four 
witnesses scheduled for tomorrow morning. Mr. Reynolds, about 
whom Congressman McDonough is inquiring, was scheduled as the 
next witness this morning. 

The CHairman. We will have to limit the witnesses, that is the 
only way we can do it. 

Mr. Brown. Mr. Reynolds can come tomorrow. 

The Cuatrman. Mr. Reynolds can come tomorrow and we will hear 
him tomorrow. 

Mr. Muurer. Mr. Chairman, I want the record to show I have not 
had an opportunity to complete my examination of Mr. Walker and 
I demand that opportunity. 

Mr. Wotcorr. Are you going to get it under your own rule, the rule 
that says we can’t sit when the House is in session ? 

Mr. Mutrer. That is not my rule. Who says the bill has to be 
finished today or tomorrow ? 

The Cuatrman. The committee is now adjourned. 

(Whereupon, at 11:58 a. m., the committee adjourned to reconvene 
at 10 a.m., Wednesday, July 18, 1956.) 
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WEDNESDAY, JULY 18, 1956 


Houser or REPRESENTATIVES, 
CoOMMI?’TTEE ON BANKING AND CURRENCY, 
Wash ington, dD. ( P 

The committee met at 10 a. m., in room 1301, House Office Building, 
Hon. Brent Spence (chairman) presiding. 

Members present: Messrs. Spence (presiding), Brown, Multer, Bar- 
rett, O'Hara, Fountain, Reuss, Vanik, Holland, Wolcott, Talle, Kil- 
burn, McDonough, Betts, Mumma, McVey, Hiestand, and } 

The CHairMan. The committee will be in order. 

It seems that the leadership on both sides is making a drive to il 
journ the Congress a week from Saturday, and if we i to hay 
any legislation, we must have some expedition. 

There are five witnesses who are to be heard this morning. I think 
the schedule shows four tomorrow morning. I have endeavored to 
call the witnesses without regard as to their personal views or what 
they were testifying to. I am sure there are many wiinesses against 
this bill as well as for it. 

I hope we can get through with the witnesses today and the w itnesses 
tomorrow. If they cannot be heard, they can al] piace in the record 
their testimony, a statement of what they desire to submit to the 
committee. 

We will go into executive session on the bill on Friday. 

The clerk will call the first witness. 

Mr. Mutrer. Mr. Chairman, before you call the first w itness, several 
Members of the Congress have indicated to me a desire to be heard. I 
have told them they should address their requests to you. 

I have already made a request to you, Mr. C hair man, that J be sched- 
uled as a witness and in accordance with the usual pr actice the Mem- 
bers of Congress would be heard after all other witnesses would be 
heard, and I would like to know when Members of C ongress can be 
heard, for and against the bill—at public hearing, of course. 

The Cuairman. We will let the Members of Congress be heard on 
Friday morning. Such Members of Congress as desire to be heard, 
they can be heard on Friday morning. 

Mr. Mutter. I would like to be heard at that time, Mr. Chairman. 

The CuHarrmMan. You may be heard. 

Mr. Muurer. Do I have your permission to tell an y member who 
talks to me about it, rather than to contact you directly, that he can 
indicate to the clerk that he wants to be heard and will then be sched- 
uled for Friday morning? I am not soliciting anyone to come in. 
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The CuarrMan. I have always tried to be courteous to the Members 
of Congress when they desire to be heard regarding bills. If they 
will call the clerk and ask for an opportunity to be heard, they will 
be heard. We may have to curtail their statements but they may 
also put anything in the record. 

Mr. Muurer. Mr. Chairman, it is unnecessary for me to do so but 
I am very happy to attest to the fact that you have always been fair 
and courteous to Members of Congress as well as to those who are for 
or against any particular pieces of legislation regardless of your per- 
sonal feelings about the matter. 

The CHamman. That is the way I have tried to do it and I think I 
will continue to do that in the future. 

Call the first witness. 

The Crerx. Mr. Chairman, the first witness is Mr. Lewis B. Reyn- 
olds, San Francisco, Calif. 


STATEMENT OF LEWIS B. REYNOLDS, PRESIDENT AND PUBLISHER, 
WALKER’S MANUAL, INC., SAN FRANCISCO, CALIF. 


The CHatmrman. Mr. Reynolds, you may proceed. 

I hope the witnesses will bear in mind there are other witnesses to 
be heard this morning and we would like to hear as many as we can. 

Mr. Motrer. If possible, we would like an opportunity to finish 
the examination of Mr. Walker. He was on the stand testifying when 
we recessed. 

The CHarrmMan. After we are through with the witnesses, if there 
is any time left, we will let you cross-examine him. 

Mr. Mutter. Thank you, Mr. Chairman. 

The CuHatrMan. Proceed, Mr. Revnolds. 

Mr. Reynotps. Thank you, Mr. Chairman. 

I have no desire whatsoever to delay proceedings, here, and in view 
of that Tam going to take only portions of my prepared statement. -1 
think, however, | should mention before T start that, in explanation, 
banking in California and in the other Far Western States is a very 
different thing from banking in other parts of the country. 

IT am Lewis B. Reynolds. Iam the publisher of Walker’s Manual, a 
well-known California financial publication. Our work is that of 
providing facts. We do not express opinions and T am going to try 
as far as possible to limit myself to a factual presentation, together 
with a few recommendations and observations. 

I believe that this bill is thoroughly justified for certain banks and 
for certain parts of the country. On the other hand, it is simply 
not adapted to our part of the country. By that I mean California 
and the other Far Western States. Out there we have a relatively 
few large banks that are owned by a great many people. Rich people 
do not own the banks, the people own the banks. 

In the State of California, alone, there probably are close to half a 
million people who are citizens and voters whose names are on stock 
certificates of national banks. Just to take one bank alone, there are 
nearly 200,000—in fact, there are more than 200,000 shareholders. 
Most of these holdings are small. The average holding is about 120 
shares. 

The majority of those stock certificates are for amounts that range 
from 50 to 100 shares. The majority of them are in joint tenancy. 
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Those people are not going to like this bill. They do not like this 
bill. I understand from what the chairman has said that a good many 
of them have communicated with him and maybe he can give some idea 
or expression of opinion. I, of course, have no knowledge. 

Now in order to compromise the differing viewpoints, when I have 
finished with the factual presentation, I am going to make certain 
recommendatiotns for amendments to this bill, which as far as I am 
concerned, would satisfy me. I would withdraw any opposition to it. 
I think it would protect minority stockholders. 

Now if you gentlemen will be kind enough to refer to page 5 of my 
prepared statement, I will read that. 

This compilation, covering 20 leading national banks in California, 
Oregon, Washington, Nevada, Arizona, and Hawaii, covers most of the 
largest national banks in those areas. A few major institutions which 
should be included had to be omitted, because the significant informa- 
tion—whether the bank’s articles of association do or do not provide 
for cumulative voting—could not be obtained in the extremely short 
period of time notice of this hearing afforded me. I might explain it 
is 3,000 miles from San Francisco to Washington and I learned only 
on Monday afternoon that this hearing was to be held. Part of this 
prepared statement was written in San Francisco and mimeographed 
and the rest of it was written on the plane and mimeographed here. 
There may be some errors that need correcting as I go along. This 
chart on page 5 is entitled “Far Western Banks’ Cumulative Voting 
Provisions.” 

The Bank of America National Trust & Savings Association in San 
Francisco has over 200,000 stockholders. The bank’s articles do not 
provide for cumulative voting. Total deposits are almost $8.5 billion. 

The Bank of California, N. A., San Francisco, has over 3,000 stock- 
holders. Their articles do not provide for cumulative voting. Their 
total deposits at December 31, 1955, were $474,417.000. 

The Bishop National Bank, Honolulu, has 850 stockholders. The 
bank’s articles do not provide for cumulative voting. Total deposits, 
$192.040.000. 

Central Valley National Bank of Oakland, 800 stockholders. It is 
the smallest bank on the list. Its articles do provide for cumulative 
voting. Working control reported held by voting trust, majority 
ownership, or other means. 

The Citizens National Trust & Savings Bank of Los Angeles; 1,700 
stockholders. It does not provide for cumulative voting in the articles. 

Citizens National Trust & Savings Bank of Riverside, 2,100 stock- 
holders. 

Now I am not going to continue reading all the names on this list, but 
I am going to give you the recapituation. I wish to have this table 
entered in the record. 

This compilation, covering 20 leading national banks in California, 
Oregon, Washington, Nevada, Arizona, and Hawaii, covers most of the 
largest national banks in those areas. A few major institutions which 
should be included had to be omitted, because the significant informa- 
tion—whether the bank’s articles of association do or do not provide 
for cumulative voting—could not be obtained in the extremely short 
period of time notice of this hearing afforded me. 
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(The tabulation referred to is as follows:) 


Far western banks’ cumulative voting provisions 
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Working control reported held by voting trust, majority ownership, ot 


Mr. Reynorps. You will notice there are over 249,910 stockholders 
represented in those 20 banks with over $17 billion in deposits. 

Now let’s analyze that table and see what it signifies. First of all, 
it shows that out of the 20 banks, 16, or 80 percent of the total would 
not permit cumulative voting in the election of directors just as soon 
as this bill became law. Unless information supplied by the banks 
themselves is inaccurate, that statement cannot be challenged, since 
if this bill is enacted it would become law quicker than any bank could 
get its charter changed—assuming that any managements of the banks 
tabulated did want their shareholders to have cumulative voting. 

But even more significant is the bald, hard fact that 99 percent— 
98.98 percent if you wish to be exact—of all 249,910 shareholders in 
those 20 national banks would, from a practical standpoint, lose 
their right to elect directors of their own choosing the instant this 
bill became law—probably next month, if the measure is enacted. 

Think of it—out of a quarter of a million shareholders, only 2,550, 
or a mere 1 percent, would have the right to band together and pick 
their own representatives on their bank directorates, if they should 
think the situation required such action. 

But suppose we look at it from another standpoint. 

Out of the more than $17 billion—$17,063,458,000—in deposits held 
by those 20 banks, $16.75 billion—$16,749,686,000—or 98.16 percent 
of all deposits would henceforth be subject to managements who were, 
for practical purposes, almost wholly free from the quiet, unpub- 
licized but highly effective and healthy kind of restraint that cumu- 
lative voting places in the hands of the investing public. 

I am going to depart from my prepared statement at this point. 

I think I should tell the committee that one of the most effective and 
most salutary provisions of cumulative voting is this—that it stops 
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proxy fights. I have personal knowledge, even if the Comptroller of 
the Currency does not, of proxy fights that have been avoided through 
this means. He mentioned one bank in Los Angeles. He said that 
that was arranged by negotiation. He did not tell you that if the 
management of the bank was unwilling to arrange it by negotiation, 
the holders of approximately 25 to 30 percent of the stock could have 
walked into the next annual meeting of that bank and put directors 
on, whether the management liked it or not. I think it was far, far 
better the thing was worked out the w ay it was. I am not arguing for 
either management or the party that w anted to get on, but I am saying 
from a public standpoint, isn’t it better for two sides with opposing 
views to get together and compromise their differences, work it out 
quietly for the benefit of the stockholders, the depositors and the 
public at large? 

I know of another bank in San Francisco where an unwelcome 
stockholder forced himself on the board, if you were to use the terms 
adopted by the American Bankers Association represented here. Ac- 
tually, that man and his associates held enough stock so they could 
put a man on the board whether the management liked it or not. 
They didn’t resort to that kind of tactics. They went to the manage- 
ment, talked it over with them and by mutual agreement a representa- 
tive was invited on the board. Apparently, the situation worked out 
satisfactorily because I have never heard of any dissension. 

I could tell you of other situations during the more than 25 years 
in which I have been reporting Pacific coast financial affairs for our 
subscribers. 

So that no attempt be made to minimize the importance of the 20 
banks named in the table with respect to the big and growing area 
they serve, let me just remind you that deposits of all national banks 
in the 5 Far Western States and Hawaii amounted to $18,776,458,000. 
The deposits held by the banks in the table therefore account for 90.87 
percent of all national bank deposits in those 5 States and Hawaii— 
certainly a more than representative sampling of the region under 
study. 

I want to remind you gentlemen also that none of the proponents 
of this bill submitted to you any kind of a study as to whether the 
stockholders, the owners of the banks, wanted this legislation or not. 

Moreover, they were unable to produce any evidence that any major 
investor-owned national bank in any of these five Western States was 
on record as being in favor of this bill. 

The CuatrmMan. What are the provisions of the law of California 
with reference to cumulative voting ? 

Mr. Reynowps. The provisions of the law of the State of California, 

ir, is that all corporations organized for profit must have cumulative 
voting—banks or any other kind of corporation. 

As a further measure of the importance of the 20 national banks 

tabulated above, 1 should emphasize that the total deposits of all 
ig -State and National—in the area under consideration amounted 
to some $25.15 billion, $25.144,000,000, at the end of 1955. The 20 
national banks in the tabulation therefore comprehend 67.83 percent 
of all deposits of all banks, National and State, in the area under study 
and remember, I am speaking only of the particular area. That is 
five States and Hawaii. Therefore, from the practical standpoint, 
when we discuss the 16 banks that hold more than 98 percent of all the 
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deposits listed in the table, we come fairly close to talking about all 
National bank deposits, and about two-thirds of all State and National 
deposits combined. 

In three of the Far Western States the banking situation is just one 
step removed from practical monopoly right now. If this bill is 
enacted de facto monopoly could easily prevail. 

Oregon is a good illustration. 

Total deposits of all Oregon banks, State and National, were $1,- 
855,666,000 at the end of 1955. But $1,660,129,000, or nearly 90 per- 
cent (89.44 percent) of all Oregon deposits were in national banks. 

Gentlemen, part of the problem in preparing the statement was in 
getting it mimeographed here. If there is an error, [ will correct it. 

However, just 2 national banks, all by themselves, held $1,602,- 
618,000 or 86.37 percent of all deposits in all banks in Oregon. They 
are the First National, with $821,125,000, and the United States 
National, with $794,081,000. If S. 256 becomes law, neither of these 
banks would have cumulative voting, since their articles of association 
do not provide for it. 

Both those banks are headquartered in Portland, and with their 
statewide systems of branches, they absolutely dominate Oregon bank- 
ing already. The First National 1s controlled in San Francisco, while 
Oregon investors control the United States National. 

If the situation in Oregon is hardly good now from a competitive 
standpoint, imagine what it would be lke if mandatory cumulative 
voting were abolished. At present, under mandatory cumulative 
voting the citizens of Oregon at least have the legal right to pick a few 
independent directors of their own selection on each bank board, since 
there are 3,200 shareholders in the First National, and 5,250 in the 
United States National. If this committee recommends this bill, in 
effect it will be recommending that more than 86 percent of all the 
bank deposits in Oregon be turned over to 2 self-perpetuating groups 
of not more than 25 persons each—and with those deposits go the 
power of economic life and death over a whole State, since from a 
practical standpoint the security of those two groups wll be uncon- 
testable. 

Oregon isn’t the only State where passage of this bill would aid and 
abet banking monopoly. 

At the end of 1955, total deposits of all banks in Arizona, State and 
National, were $754,415,000. But 2 national banks headquartered in 
Phoenix held $527,356,000, or 70 percent (69.91 percent) of all the 
deposits in the State. One of those banks, the Valley National, is the 
largest bank in Arizona, with $362,884,000 deposits and 4,900 stock- 
holders. The other, the First National of Arizona, is the second 
largest with $164,472,000 deposits and some 600 stockholders and is 
controlled in San Francisco. 

The charters of neither of these banks provide for cumulative voting, 
so if S. 256 became law and stockholders didn’t like the way the two 
managements were conducting the banking business in Arizona, and 
they have a practical monopoly, now, there would be nothing they 
could do about it at all in the case of the bank controlled in San 
Francisco, and short of an all-out public proxy fight for majority 
control, practically nothing that could be done about it in the other 
ase. 
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But the information I have just given about Arizona is misleading, 
taken by itself. Actually, each of the two statewide National banks 
has State bank affiliates under common management control. In- 
cluding deposits of these captive State banks, the Valley and First 
National managements control $694,233,000 of deposits, or more than 
92 percent (92.02 percent) of the grand total for the State. 

In assessing a situation such as that in Arizona, one must not forget 
that if either or both of these groups felt it to their advantage to do 
so, they probably would not hesitate to nationalize their State affiliates 
or, alternately, merge their businesses and assets into the existing Na- 
tional banks. 

In Nevada a single bank, the First National of Nevada, together 
with its small State-chartered affiliate, the Bank of Nevada, held 
nearly 77 percent (76.84 percent) of all bank deposits in the State 
at the end of 1955. Both banks are controlled in San Francisco 
through majority stock ownership. Since the First National’s articles 
of association do not provide for cumulative voting, and Nevada does 
not require it for State banks, it is obvious that if S. 256 were law, an 
out-of-State group could deny resident Nevada stockholders any 
representation at all, if they so desired, with respect to more than 
three-quarters of all banking assets in that State. 

I am going to depart at this point from my prepared statement 
and call the committee’s attention to the fact that Congress recently 
enacted a bankholding law. I cannot see how you can logically recon- 
cile a bill of this type to abolish cumulative voting in national banks 
with the apparent feeling of the Congress in passing that bankholding 
bill, that they were, in so doing, fostering competition and restrain- 
ing monopoly. This bill would do just the reverse. It seems to me this 
Congress cannot pass both bills and be consistent. 

The Cuatrmay, I might call your attention to the fact that both of 
the independent banking organizations largely responsible for that 
bill, are for this bill. How do you reconcile that ? 

Mr. Reynorps. Mr. Chairman, will you give me the name of any 
bank or banker in California who is in favor of this bill, as a matter 
of record ? 

The CuHarrman. Harry Harding, who is the president of the Inde- 
pendent Bankers is in favor of it. 

Mr. Reynotps. His bank is not investor-owned. I believe it has 
less than 100 stockholders. I am talking—I’m sorry I didn’t make 
myself clear—about the banks that are investor-owned, the big banks, 
the medium-sized banks where the public actually owns the banks. 

The Crarrman. I was speaking not only of his bank but of the banks 
that are in the independent organizations. 

They passed a resolution unanimously in favor of this bill. 

Mr. Reynotps. Yes, sir; I am very well aware of that and I know 
the kind of banks who are members of that association. They are 
small banks. I doubt if any of them have as many as 100 shareholders. 
There is not a single one of these large investor-owned banks—in other 
words, I tried to show you that 90 percent of all the deposits in the 
rational banks in that table are in these 16 banks, and they have a 
quarter of a million shareholders of record. 

Now, that really understates it, because most of the certificates are 
usually husband and wife certificates. They are joint tenancy certifi- 
eates.. So I think probably you could multiply that by at least a 
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factor of 0.5. In other words, add another 50 percent to get the 
actual number of voters and citizens in California who own national 
bank stock, just in those banks, alone. 

Are there any other questions on that point ? 

Mr. Hoiianp. .I would like to ask a question at that point. 

Mr. Reynotps. Yes, sir. 

Mr. Hotianp. In your estimation, then, if this goes into effect, it 
will develop into a monopoly of bankers. 

Mr. Reynoxps. I tried to show that, sir. Already it very closely 
approaches monopoly and as long as the public has the right to put 
anybody they desire to on the board, so long as they have enough 
votes, through cumulative voting, I think that is one of the greatest 
safeguar ds against monopoly. 

In other words, cumulative voting is one of your real safeguards, at 
least inthiscase. Iam talking about the five Western States. I recog- 
nize perfectly well that the conditions in California, Oregon, Wash- 
ington, Nevada, Arizona, and Hawaii, are not the same as they are 
in Massachusetts, perhaps, Mississippi or Virginia, and that is why 
I am going to propose certain amendments to the bill which I think 
would go a long way to let everybody take care of their own prob- 
lems. 

The Cratrman. I have interrupted the witness. I’m sorry. I sug- 
gest you complete your statement. 

Mr. Reynoips. Thank you. Ido not want to cut off anybody from 
asking questions. 

In California one national bank, the Bank of America, is not only 
the largest in the Nation, with $8,450,232,000 ae at the end of 
1955, but it alone held more than 44 percent of all deposits in the 
State. 

Now think of that. Nearly half of all the deposits in one bank 
a State that has 12.5 million people in it. And by the way, I want to 
explain, [am not attacking the Bank of America or any other bank. 
Tam simply using it as an illustration. The managements of all these 
banks I am talking about as far as I know are good man: igements 
and have the support of their present stockholders. T hey wouldn't 
be there if they did not, because cumulative voting obtains now. 

Although there are more than 200,000 stockholders in the Bank of 
America, they would, for all practical purposes, be powerless to nam 
single director to represent them unless the management chose to 
permit it, since the Bank of America’s charter does not expressly pro- 
vide for cumulative voting. 

It has been reported that directors of this big bank own less tha: 
1 percent of the outstanding stock, so if S. 256 should be enacted, vou 
would then have the highly unfair and illogical situation of more than 
200,000 real owners of the institution, owning 99 percent or better of 
all shares, utterly unable to exercise any direct check at all on the man- 
agement except through an open, Montgomery Ward or New York 
Central type of public proxy fight. 

The market value of all Bank of America stock. nearly all of which 
is owned by the public, is more than $1 billion. It just doesn’t seem 
right or reasonable that the people who have put up most of that 
money, own most of the shares, and take most of the risk should, in 
effect, be told they are too unreliable to be allowed to choose their 
own representatives to manage their own investment. 
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Aside from the Bank of America, the impact of this bill would be 
very great in California, if it became law. Nine of the largest na- 
tional banks hold more than 71 percent (71.21 percent) of all deposits 
in the State, but do not provide for cumulative voting in their char- 
ters, so their stockholders would be automatically disfranchised. 

I am now going to depart from my prepared statement again. 

The proponents of this bill, both the Comptroller of the Currency 
and the representatives of the American Bankers Association pre- 
sented you with a great deal of testimony from bank managements 
who are for this bill. They did not present a single instance of any 
investor-owned bank in any of the five States or Hawaii that I had 
mentioned, as being on record in favor of this bill. 

This bill, S. 256, is a bill that has been prepared by and for and 
of bank managements in certain parts of the country that have a very 
real problem on their hands. 

I sympathize with them. At the same time, what they propose to 
do is a very, very vicious thing for the people of the State that I come 
from, and the people of the adjoining States. ‘That is what I am ob- 
jecting to. 

Now I had certain suggestions to make. I will make them to you. 

It has been said that any bank that wished could retain cumulative 
voting. Theoretically, as the bill now stands, that is so. Practically, 
it is not. It is not because I have been unable to get any proponent 
of the bill to tell me exactly how any shareholder or group of share- 
holders would go about getting cumulative voting restored in a na- 
tional bank in which they were shareholders, if this bill became law. 

There just isn’t any provision. I am suggesting alternative pro- 
visions : 

(1) Not to make this legislation effective as to any bank until after 
a referendum among its stockholders had been taken by a disin- 
terested, neutral body, preferably the Federal Reserve. 

The Comptroller of the Currency is an advocate of this measure 
and a partisan and therefore, should be disqualified to conduct such 
a referendum. 

As to any bank whose stockholders in a referendum elected to make 
voting noncumulative, shareholders thereafter should be able to rein- 
state cumulative voting at any time in an election conducted by the 
same neutral body, if holders of stock sufficient to elect one or more 
directors—if cumulative voting had been in effect in that bank at that 
time—petitioned the said neutral body for such an election and in the 
election held by the said neutral body, a majority of the shareholders 
of the bank so voted. 

(2) That as an alternative, that if this bill passes, whether amended 
as above or not, that members of any national bank be subject in any 
State to that State’s laws and regulations applicable to its own 
State banks. 

Now there is good precedent for this. At the present, the Comp- 
troller of the Currency and the national banking authorities, do observe 
the applicable laws of each State with respect to national banks in 
the matter of branching. In the State of California, for example, 
Arizona, Washington, Nevada, Oregon, those States where statewide 
— is permitted for State banks, they permit it for national 
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On the other hand, as in the State of New York, where branch bank- 
ing is confined to certain limited areas, they confine it to those areas. 

Where no branch banking is permitted at all they follow the State 
law there. 

I believe you can satisfy people like myself who do not like the 
way this bill stands; if you do that, simply to have the national law 
follow the law of the State. 

Now as another alternative—and this seems like a kind of drastic 
one, but perhaps it is something that we ought to consider. Now here 
isa national banknote. It is $5 and was issued by the First National 
Bank of Pittsburgh, Pa. It was issued in 1929. There hasn’t been 
any more of this kind of thing issued for a great many years and as far 
as I know, Congress isn’t going to permit it. Why do we have national 
banks any more, anyway? They do not issue currency. The name 
“Comptroller of the Currency” is a misnomer. He supervises the 
inspection of national banks and otherwise supervises them and 
performs the same functions as State superintendents of banks 
perform. 

Perhaps what we should do is simply repeal the National Banking 
Act. Give the national banks a year or 2 years to take out State 
charters. At the present time there is a good deal of conflict between 
State banking authorities and their regula ition and the national bank- 
ing authorities. I know of specific instances in my own State where 
this has resulted in conflicts of administration and policy. 

I know where, in much the same way as a spoiled child who cannot 
get what he wants from papa, goes to mama and gets it, I know of 
national banks where, if what I have been told is true—and I know 
that there was a switch from the State system to the national system— 
that when the State banking superintendent refused to allow a State 
bank to move its head office from one community to a larger com- 
munity, because he said that it did not have sufficient capital, the 
Comptroller of the Currency issued a national charter and that bank 
today is in that bigger city. 

I know of instances where, if my informants told me correctly— 
and I have no reason to doubt them—that a State bank petitioned 
the State banking superintendent to establish a branch in a suburban 
community near a large city—there already was an independent State 
bank in that community—the State banking superintendent denied 
the petition for a branch in that community saying that already there 
was a bank there and it was adequate to take care of the banking needs 
of the community, and that was enough. Thereafter, that State bank 
that wanted to branch into that community made arrangements to 
buy out that independent State bank in that community and incor- 
porate it as a branch. Well, that satisfied the State superintendent 
because there still was only one bank in that community. But the 
national interests that controlled a national bank in a neighboring 
community had held a minority interest in that State bank that was 
bought out. They thereupon petitioned the Comptroller of the Cur- 
rency for a branch of the national bank in that community and they 
got it and, as a result, almost within a matter of a few months there 
were two banks in that community. 

Now that is not what I call harmony between authorities—it is 
really two competing regulatory authorities. 
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I, speaking solely as a stockholder in two California national banks, 
disown the Comptroller of the Currency as being qualified to speak 
for me or protect my interests as a stockholder. He is qualified to look 
after depositors’ interests, but I would remind the committee, if they 
do not know it, that the only bank as far as I know of that has failed 
in the State of California since the depression is a national bank. 

Mr. Brown. Have you finished your statement? 

Mr. Reynotps. I will be glad to tell you more if you wish. 

Mr. Brown. We have other witnesses although we want to give you 
all the time you need. 

Mr. Reynotps. In this case, I will give you the details. 

Mr. McDonoven. The witness doesn’t understand, Mr. Chairman, 
I don’t think. 

Mr. Brown is saying to you, Mr. Reynolds, that we have four other 
witnesses to be heard this morning, that you have completed your state- 
ment and unless you give the committee an opportunity to question 
you, we will have to call another witness. 

Mr. Rreynoxps. I will simply state then that this was the Joshua 
Monument National Bank at ‘Twentynine Palms, Calif. 

Mr. McDonoven. That was an embezzlement situation / 

Mr. Reynoups. That is correct. 

Mr. Brown. Are there any questions for the witness, gentlemen ? 

Mr. Reynorps. If you don’t mind, there is one more thing, very 
brief. 

Mr. McDonovuen. Now you are going to take a lot of time. 

Mr. Dunn. I have a plane to catch, too, gentlemen. 

Mr. McDonovucu. What time? 

Mr. Dunn. 12: 39. 

Mr. Reynotps. I have many letters here opposing this bill. 

Mr. Mumma. How about hearing the man who has a plane to catch 
at 12:30. 

Mr. Brown. We have another witness, and we will get to him just 
as Soon as we can. 

Mr. Mutter. I have no objection, Mr. Chairman, if the other mem- 
bers have none to excuse this witness if he can stay on and let the other 
witness come on and then Jet this witness come back for questioning. 

Mr. Brown. I think you should finish with this witness now. 

Mr. Mutter. Mr. Reynolds, you have indicated in your statement 
that much of the objection against cumulative voting is caused by the 
fact that there are proxy solicitations and proxy fights. 

Mr. Reynoxps. I am sorry, sir, I didn’t quite understand you. 

Mr. Muurer. I think you have indicated in your statement that 
much of the opposition to cumulative voting comes from those who 
claim that cumulative voting brings about proxy fights. 

Mr. Reynoxps. In my opinion that is not correct. I think cumu- 
lative voting is one of the greatest avoiders of proxy fights. 

Mr. Mutrer. I understand that. 

I am just laying a foundation for my next question. 

I understood you to say—are you familiar with the Burdick bill, 
H. R. 7056, introduced June 28, 1955, by Mr. Burdick, of North 
Dakota ? 

Mr. Reynoxps. I am not. 

Mr. Murer. That bill is intended to correct one phase of this situ- 
ation. It requires that at least two-thirds of the outstanding shares 
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of stock of each national banking association shall be owned by natural 
persons in their own right. 

Now, instead of holding companies or big companies or other cor- 
porations, or other banks holding stock, we had the ownership of the 
stock held by two-thirds of the stockholders in their individual, per- 
sonal capacity, as indicated in the Burdick bill. Do you think that 
would help eliminate proxy fights? 

Mr. Reynoups. Sir, I hadn’t had an opportunity to study the bill 
and I would not want to pass judgment on it without studying the bill. 

Mr. Mutrer. Now, there are two other bills that have been intro- 
duced on the subject of proxy solicitation. One is H. R. 7853 which 
I introduced on that subject on August 2, 1955, to regulate the solicita- 
tion of proxies for voting shares of stocks of national banks and that 
if passed, would vest in the Comptroller of the Currency—I agree 
with you, his name is a misnomer. He is not a comptroller and has 
nothing to do with the currency—that authority would vest with the 
gentleman who has supervision of the national banks, whatever the 
title may be, the right or the duty to make regulations as to the solici- 
tation of proxies. If we had regulation of solicitation of proxies, 
that would go a long way toward eliminating so-called proxy fights; 
would it not ? 

Mr. Reynoxps. Sir, I think you have touched upon something that 
is a very, very important thing. I do not know, because I am not 
familiar with all the details of law and the power of the Comptroller, 
but I do know that among securities dealers and other people who are 
professional investors, that the protection afforded investors in na- 
tional banks with respect to proxy material, the right to vote their 
stock the way they see fit, and adequate disclosure and accurate state- 
ments particularly of earnings of banks, is far, far behind that which 
is required by most other Government agencies dealing with investors 
in publicly owned corporations. 

I doubt if a great many national banks that are actually owned and 
controlled by the public—and by that meaning between 500 and 1,000 
or more stockholders, actually have anywhere near the amount of 
protection—at least certainly by regulation—although many of the 
national banks, I am very happy to say, have purely on their own 
volition done a great deal—that, as far as many of them are concerned, 
practically nothing is given stockholders compared with what cor- 
porations in other fields provide. 

I know of one particular instance, a very large national bank, highly 
skilled management in California, it has about a third of a billion in 
deposits and about a thousand stockholders, where the stockholders to 
this day have not gotten an annual report from the president or the 
management in any way comparable to that which is given by most 
banks, let alone most corporations. 

Mr. McDonovex. What bank is that? 

Mr. Reynotps. There has been a change in the attitude and I am 
happy to say that is another example of the power of cumulative vot- 
ing to solve things quietly without the public getting in on it. 

Mr. McDonover. What bank is that? 

Mr. Mcurer. Mr. McDonough, may I complete my questioning of 
the witness, please ? 
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After I introduced my bill, H. R. 7853, on August 2, 1955, I re- 
ceived quite a lot of correspondence eae uuing that was not the way to 
handle the situation. 

The Comptroller of the Currency, some of these letters said, had 
never taken any interest in how the meetings of the shareholders were 
held, never took any interest in how proxies were solicited, and had no 
experience with proxies. Asa eae of the letters and suggestions I 
received after introducing H. R. 7853, on January 25, 1956, I intro- 
duced H. R. 8813. Under that bill the regulation of the solicitation 
of proxies with respect to securities of national banks and of other 
banks which are insured by FDIC is vested with the Securities and 
Exchange Commission, which had a great deal of experience with 
proxies. I set forth a standard of practice, a code of fair practice, 
in connection with proxy solicitations. Specifically, that bill would 
prohibit the bank from using bank funds for the solicitation of proxies 
and it would also invalidate any proxy that was bought or paid for, or 
solicited in violation of the rules and regulations. 

Now certainly if such a bill were passed and became law, that would 
eliminate the objection of any and all bank management to the fact 
that they get into these proxy fights; is that not so / 

Mr. Reynoups. I haven’t read the text of your bill, but I think this: 
If the SEC had jurisdiction over at least proxy material and report- 
ing of national banks, it would be a great advance over the present 
situation. 

Another thing that I think ought to be borne in mind with regard 
to the matter of voting and proxies is that in the big national banks 
in particular, their trust departments have terrific amounts of money 
—— their jurisdiction and they have an awful lot of stock to vote. 
Sometimes that is stock in their own banks. 

Mr. Mutrer. Do you not agree, Mr. sweynolds, that no proxy should 
be permitted to be voted whether it is a corporation or a bank, which 
is bought ? 

In other words, if I owned the stock, [ should not be in a position 
to sell you my right to vote my proxy / 

Mr. Reynops. I agree with you, with a single minor exception and 
that is a practical one: A great deal of stock is held in the name of 
brokers. Let’s take a large New York Stock Exchange firm head- 
quartered in New York with branches all over the country. They 
customarily require any corporation that wants proxies from their 
clients—and, remember, they do not even know who the clients are 
because the stock does not stand in the name of the client in the books 
of the corporation, it stands in the name of a nominee for the broker— 
they customarily require a small sum of money—usually, anywhere 
from 2 bits to 50 cents a client—for forwarding the proxy material. 
If you make that exception, I would go along with you. 

Mr. Mutrer. Just one other matter and then I will let the other 
members proceed with their questions. 

If it is true that directors of a bank are trustees for the benefit of 
the stockholders and the depositors who are not stockholders, is there 
any reason why a bank should be permitted to use its funds to permit 
management to solicit proxies to perpetuate themselves in office / 

Mr. Reynoups. I do not think it should, sir. 
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Mr. Mutter. They should solicit the proxies at their own expense; 
is that not right ? 

Mr. Reynoxps. If I understand “out of their own pockets” that 
would be impractical in the big investor-owned banks like the Bank 
of America. They have a real problem on their hands, there. That 
is why I object to this bill as it stands for all our five Western States. 
It just doesn’t make sense. 

Now, there are certain other problems that are presently up before 
Congress and they affect certain States of the Union. The people of 
those States think that they know best what is best for them. I think 
I speak for the stockholders of the national banks in the five Western 
States, and we think we know what is best for us. 

Mr. Mutter. That is all. 

Mr. Wotcorr. May I clear up something in my own mind about the 
inquiry of Mr. Multer? Mr. Multer, have you agreed with the witness 
that we should repeal the National Bank Act? 

Mr. Mutrer. I do not think I said anything to that effect. 

Mr. Wotcort. He said that. 

Mr. Muvrer. The witness said that. 

Mr. Wo tcorr. I wanted to know whether you were in favor of it. 

Mr. Mutter. I said nothing to indicate I agreed with everything 
the witness has said. 

Mr. Wotcorr. Do you agree with the fact that we should repeal the 
National Bank Act? 

Mr. Mutter. No, I do not think we are ready to repeal the National 
Bank Act but I do think it is high time that this committee reviewed 
the National Bank Act from the first section to the last section and 
decided whether or not it needed amendment and if so, in what re- 
spects. 

It is high time that this committee did that job. 

I put in a resolution to that effect early in last year and it still has 
not been acted on by this committee. Not only does the National Bank 
Act need such review, the FDIC Act needs it and the Federal Reserve 
Act too. 

I am talking about a legislative review of these acts that have been 
on our lawbooks so long and have had no attention from anybody, 
except when some particular thing comes to our attention and we try 
to amend these things piecemeal. That is not the way to do this job. 

Mr. Brown. We can take that up later, Mr. Multer. 

All right, Mr. McDonough. 

Mr. McDonoven. You wrote me a letter about your coming here. 
I have been reading the contents of it. 

You refer to a number of banks in California who should be called 
in to testify on this question. 

Mr. Reynowps. Yes. 

Mr. McDonovucn. Among them, the Bank of America. 

Now they have an office here in Washington. 

Mr. Reynoxps. I did not know that, sir. 

Mr. McDonoven. They know what legislation is under consider- 
ation here. Insofar as I am concerned, I have heard from no banks 
in California concerning this legislation and I would like to know 
if you can inform the committee why the other banks in California 
are not interested ? 
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Mr. Reynotps. I do not think it is exactly correct to say that the 
banks in California are not interested. 

Mr. McDonovucu. Why have they not asked to be heard ? 

Mr. Reynotps. I think it is rather significant that none of the large 
investor-owned banks on the Pacific coast, including California, have 
gone on record favoring this bill because I think the managements of 
all those banks know that their stockholders would resent it very 
greatly. 

Now, as to why on the other hand, they have not come here or asked 
to be heard against the bill, I cannot answer that question. I do not 
know why. 

Mr. Brown. Any other questions? 

Mr. Hiestand ? 

Mr. Hresranp. Have you knowledge that any of the 5 banks you 
named in this letter—you sent me a copy also—have you knowledge 
that any of those 5 banks would be opposed to this bill ? 

Mr. Reynoxps. I have reason to believe that the president of one of 
those large banks personally is opposed to this bill. 

Mr. Hresranp. You haven’t heard directly from the others? 

Mr. Reyno.ps. I have not heard directly from the others. 

Mr. McDonovueu. You have reason to believe one of the presidents 
is opposed ? 

Mr. Reynoxps. Yes. 

Mr. McDonovueu. But he has not registered his opposition by mail 

or otherwise ? 
Mr. Reyno.pbs. His position, if it has been reported to me correct- 
ly—and this position has been reported—in this particular instance 
I want to make it clear that this bank is one of the banks where I am 
quite sure that they on their own volition would never want to go on 
record as being in favor of this bill. 

I believe that the president of the bank, on the other hand, certainly 
does not believe that it is his place to speak for the directors of the 
bank. In other words, this is a policy matter which the directors 
should pass upon. I think his position is perfectly proper. 

Mr. McDonouen. Is coun voting permitted in the State 
banks of California ? 

Mr. Reynotps. All corporations including banks in the State of 
California must have cumulative voting. You see, that is why I feel 
that if this principle that is now in force with respect to branching, 
and the national banking authorities follow it, they should follow the 
laws of the State with respect to branching. If that were applied to 
cumulative voting, the bankers of Virginia, or the bankers of Massa- 
chusetts or Mississippi could have what they want and if there the 
State decides they do not want cumulative voting, that is all right. 
But out in California, the voters simply feel exactly the same as 
though you gentlemen were debating a proposal that whichever party 
got the most votes in the coming national election should select every 
one of the 30 Congressmen from the State of California. I do not 
think that is right. 

Mr. McDonovueu. This has been mandatory in the law—cumulative 
voting has been mandatory since 1933. 

Mr. Reynoxps. I believe that is correct. 

Mr. McDonovcu. What was the law before 1933? 

Mr. Reynoxps. I am not familiar with it, sir. 
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Mr. McDonoven. Since 1933 as a result of cumulative voting have 
there been any disturbing elements placed on the board of directors of 
national banks? 
Mr. Reynoxps. There is one bank in Los Angeles where the manage- 
ment unquestionably I think would regard the matter of some direc- 
tors being placed on that bank board as an unpleasant thing and they 
do not regard it happily. 
Mr. McDonovucu. You mean as a result of cumulative voting? 
Mr. Reynoxups. Yes. However, there have never been proxy fights. 
As a matter of fact, I know of no single, open contest, through cumu- 
lative voting in the State of California in national banks to put any- 
body on any bank board. . 
I do know that on the other hand a great many problems which to 
substantial groups of stockholders have seemed to require attention, 
have been solved quietly and without publicity, amicably, usually 
through compromise, because the managements of the banks know 
that if they do not work with these people and work something out that 
is reasonable, then those people can, in open, annual meeting, put on 
directors whether the managements like it or not. 
Mr. Brown. We are glad to have your testimony. 
Mr. Hriestanp. I have one more question, Mr. Chairman. 
On page 5 of your statement, Mr. Reynolds, you have this table of 
national banks and the column saying that “All of these banks do not 
have cumulative voting”—at least provided in their articles—do I 
understand they just do not have it in their articles but they have to 
obey it anyway ? 
Mr. Reynoups. You are correct, sir. If this law came into effect, 
cumulative voting would be knocked out of these 16 banks and you 
will notice they are the biggest banks with the most stockholders and 
holding the bulk of the deposits. Cumulative voting obtains in all 
those banks now through the national statute which you gentlemen 
are now proposing to amend by knocking cumulative voting out. 
Mr. Brown. You are excused now, Mr. Reynolds. 
Mr. Fountarn. I would like to ask him a couple of questions. 
Mr. Brown. We have other witnesses. 
Mr. Fountarn. These gentlemen are giving valuable testimony. 
Mr. Hoxtianp. Mr. Chairman, I object to this bill going so fast. I 
think this is one of the most important bills. In the district I have 
it is one of the hottest issues. I have called up 11 bankers since yester- 
day and I have 11 different opinions. 
Mr. Brown. I recognize Mr. Holland. 
Mr. Reynoxps. I am willing to stay here in Washington just as long 
as you gentlemen are willing to have me talk to you. 

Mr. Brown. You may have your seat and Mr. Fountain will pro- 
pound some questions. | 

Mr. Fountaty. I believe I will wait. I can get the information : 
from one of the other witnesses. 

Mr. Brown. Mr. Holland. 

Mr. Hoitianp. I will ask my question of one of the other witnesses. 
I don’t want this gentleman to lose his plane. 

Mr. Brown. We are glad to have your testimony. 

Mr. McDonouen. He will remain available, Mr. Chairman ? 

Mr. Brown. You will be around ? 
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Mr. Reynoups. If you wish to call me today, tomorrow, or any other 
time I will be. 


STATEMENT OF HON. PHIL WEAVER, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEBRASKA 


Mr. Weaver. I am Phil Weaver, of Nebraska, and I wanted the 
opportunity to present Mr. Dunn. Mr. Dunn is one of the outstand- 
ing people in Lincoln. He is president of the bank and has gone from 
the bottom to the top on his own and I am certain the remurks he has 
to say will be appreciated by all of you gentlemen. 


STATEMENT OF BYRON DUNN, PRESIDENT OF THE NATIONAL 
BANK OF COMMERCE OF LINCOLN, NEBR. 


Mr. Dunn. Thank you, Congressman. 

I will first qualify myself asa witness. I have had 52 years of bank- 
ing experience and have experience in other businesses. I am quali- 
tied to testify on this bill. ‘This is a banking bill and not a stock- 
brokers bill or anything else. Iam interested in the bank stockholders 
as well as the bank depositors and I am not interested in the specu- 
lative stock market in regard to stock and how they accumulate their 
stock to get votes. 

The comptroller does have some control over how management votes 
their stock. The board of directors and the bank are in the bank, 
anybody connected with the bank, employees in any way, cannot vote 
their stock, so that they cannot go out and get proxies and vote it. 
We have that struck at every annual meeting. 

I have a very short statement because this bill is very simple. I just 
want to qualify myself, too, with regard to money. 

I have some money here, national bank notes of our bank which I 
designed as cashier. I think that should qualify me. You honorable 
members, your chairman and your assistant chairman, I respect your 
committee very much. It has done a lot of work for banks and for 
the people. The people are the ones who are concerned, who have 
their money deposited in the bank, as well as the stockholders. They 
are second in consideration and other folks are clear down the line. 
But the depositors are first and they are the ones I am working to 
protect. 

When this bill is enacted, it will give the majority rule to elect the 
board of directors, the same as you men are elected and the same as 
other people are elected, by majority rule; the stockholders can come 
in and vote—and they do come into our meetings and we have discus- 
sions and we do not restrict them. They can come in and vote. The 
majority rules. They don’t let a clique get together and put a man on 
the board who isn’t competent to help direct the affairs of that bank. 

Directors of the national bank are trustees of the funds on deposit in 
that institution, first, and the law expressly charges them with the 
responsibility without any reservation—and our board every year gets 
a copy of that instruction and they feel their responsibility. They 
meet once a month and one member of our board meets with our com- 
mittee every morning. We have them where they can do their duty 
in responsibility to our depositors. . 
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The directors need to be men of high character and integrity in 
order to exercise the necessary control over their own beings as well 
as the affairs of the community through the bank. The first concern 
of the stockholders should be to elect that type director from the 
various fields of life in the community. If you elect them all from 
attorneys or all from stockbrokers where you are not going to have a 
well-balanced board that can protect your depositors. 

Now, with regard to the minority interests being represented, de- 
positors and stockholders of any bank, whether State or National, are 
represented by the office of the comptroller in the office of the State 
banking director. They have examiners who go out and check for 
the violations of any law or any action not to the best interests of the 
stockholders and the depositors. That report is sent back to the chief 
and he has full authority to take all the necessary action to see that 
that bank is run right and he does take the authority. The only trouble 
once in awhile is that some banker who is not a banker and some board 
of directors that is not doing its duty, lets some illegal act get in that 
is hidden. Our banking system has often been cited as one of the 
fundamental reasons for America’s present economic position in the 
world. I think you gentlemen know that. We are all desirous of 
maintaining that high status in the banking world and you can’t do 
it when you have someone on the board who doesn’t understand bank- 
ing and is on there for selfish reasons to try to force someone to buy 
his stock for a higher price, “Otherwise I am going to vote myself on 
the board.” 

Now that happens 

Mr. McDonoveu. Willthe gentleman yield for a question there ? 

Mr. Dunn. Yes, sir. 

Mr. Brown. Let him finish his statement. 

Mr. McDonoven. I felt he finished his statement and we might 
interrupt him occasionally. 

Mr. Brown. Go ahead. 

Mr. McDonoveu. Cumulative voting has been mandatory for the 
last 33 years. What disastrous or disturbing effect has it had on your 
board of directors or any board of directors you are familiar with, as a 
result of its being in operation ? 

Mr. Dunn. It has had no disturbing effect on our board. We have 
400 stockholders at the present time and we keep them fully informed 
as to the beings of the board as well as the beings of the management 
and we have harmony. No one from the outside has come in except on 
one occasion, but now we are facing the situation where a large stock- 
holder has passed away. The heir to this stockholder lives in another 
State; he used to live in our city. He will have enough stock to cumu- 
latively vote himself on the board. If he does, it will materially hurt 
our bank. He is in disrepute and still he can put himself on the board. 
He has no ability. 

Mr. McDonovenu. Do you mean a situation of that sort hasn’t oc- 
curred in the last 20 years? 

Mr. Dunn. Not with us, but it has occurred in other State banks 
in our State. 

Mr. McDonoven. Do you know of any other banks except your own 
that have been disturbed by that ? 

Mr. Dunn. Yes. Ican’tnamethem. There is one State bank that 
has a lawsuit. 
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Mr. McDonoveu. As a result of cumulative voting? 

Mr. Dunn. Yes, sir; as a result of cumulative voting. They put a 
man on the board by cumulative voting and he disturbs the affairs— 
he went out and talked about the affairs of the bank to the neighbor- 
hood and to the people and it hurt the bank materially. 

Mr. Mutter. Is that a State bank? 

Mr. Dunn. That isa State bank. 

Mr. McDonoveu. And not a national bank. Now, as a result of 
this man disturbing the equanamity of the bank and the economic 
value in the community, what about the stockholders who gave him 
the cumulative right to be elected on the board of directors? 

Mr. Dunn. He owned enough stock to accumulatively vote himself 
on the stock and he wanted the bank to pay him 2 for 1 book value 
for the stock and they finally did that very thing. 

Mr. McDonoven. It wasn’t a proxy fight ? 

Mr. Dunn. No; he had enough stock. The same as this boy I am 
talking about in our case, who will have some stock within a year. 
He will have enough stock to cumulatively vote himself on. The 
majority in those cases won’t rule. The minority rules. 

Mr. Mutter. How can the minority rule? The best he can do is 
get one place on the board. 

Mr. Dunn. Yes; go out and if you have a loan with us, tell ev ery- 
body in town, “Mr. Multer has a loan in that bank and he is no good.” 

Mr. McDonovan. He is disturbing his own interests, isn’t he? 

Mr. Dunn. He is doing that to force the management to buy his 
stock. 

Mr. McDonoveu. Is he mentally sound, such a person ? 

Mr. Houtianp. It is a form of blackmail. 

Mr. Chairman, it is very important— 

Mr. Brown. I will recognize you when Mr. McDonough is through. 

Mr. Hottanp. What is the use of sitting around here and t: alking 
this way ? 

Mr. Brown. The witness will proceed. Go ahead, Mr. Reynolds. 

Mr. Murer. May I suggest, please, for the sake of orderly pro- 
cedure, that we have one rule and follow it as to all witnesses. 

Mr. Brown. That is what I am trying to do, Mr. Multer. I am 
going to call on everyone of you. 

Go ahead, Mr. Witness, and I will call on members when you have 
completed 5 your statement. 

Mr. Dunn. I am glad the question was asked. It could have been 
asked later, but Iam glad it came up. I didn’t want to put it in here. 
I didn’t want to be too vicious with regard to it, but our desire is to 
maintain majority rule in the banks the same as it is in the C ongress, 
the legislature, and in every city function, and the same as it is in 
every community. So one fellow can’t come in and disturb it and 
blackmail somebody to buy his stock. 

The only other thing that I was going to say was that I request your 
favorable consideration in passing this bill because it is America. 
America is governed by majorities. Even if it is a majority of one— 
which you folks do here sometimes, you pass or kill a bill by a majority 
of one, and still we go along with it. When there is a majority of one, 
that is it, and we get behind it whether it is voting for President, city 
mayor, or whoever it is. That is all we want in the banking business, 
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so that the majority can elect a board to really run the bank. Banks 
are run by the board of directors. 

When you get a manority fellow in there by voting a few stocks in 
a cumulative fashion, he disturbs and destroys the bank. The only 
time he uses the power is to get a bigger price for his stock. He 
doesn’t want to get on there just to control the action of the board, 
because he can’t. He is in the minority when he is on the board. He 
can’t control the actions. If they vote 1 or 2 fellows on a 25-man board, 
he still isn’t controlling it. He only is destroying the bank and the 
depositors in the community by his actions. 

Mr. McDonoveu. Mr. Dunn, now this gentleman 

Mr. Brown. Now just a minute. 

Mr. McDonovenu. The gentleman keeps talking and he isn’t reading 
a statement. 

Mr. Brown. I will recognize you in time. 

Mr. Dunn. I will complete my statement and let you ask questions. 

(The prepared statement of Mr. Dunn is as follows:) 





STATEMENT OF ByRON DUNN, PRESIDENT OF THE NATIONAL BANK OF COMMERCE OF 
LINCOLN, NEBR. 


The directors of national banks are trustees of the funds on deposit in their 
institution. Our laws expressly charge them with that responsibility without 
reservation. Therefore directors should be men of character and integrity, held 
in high esteem in their community, and have business knowledge and experience 
in their community in order to effectively assist the bank officers in the operation 
of a successful bank. 

The first concern of the stockholders of a bank should be to elect as directors 
of their bank, men who fit into the various fields of community life and who 
have the complete confidence of their community. When one man gains a place 
on the board through the device of cumulative voting, he usually has some selfish 
motive or interest conflicting with the best interest of the bank or the community. 
Otherwise, that man would permit the majority of the stockholders to elect a 
board that would work together in complete harmony, thereby maintaining 
through the officers of the bank the desired esprit de corps always needed in 
the operation of any bank. One man forcing acceptance of himself on the board 
by means other than the decision of the majority of stockholders can only cause 
disunity, ultimately resulting in the resignation of conscientious board members. 

Depositors and stockholders of any bank are all represented by the Office 
of the Comptroller, whether they are majority or minority. The examiners sent 
out by the Comptroller check the operations of the bank for violation of law or 
any action not in the best interests of all stockholders and all depositors. The 
findings of the examiner are reported to the Comptroller who is vested with 
authority to take action. There has been some talk to the effect that minority 
interests in a bank need protecting. They have protection—through the Office 
of the Comptroller. 

A bank is different from other corporations in that it is a semipublic institution. 
It is most sensitive to discord. Its reputation is the controlling factor in its 
life and usefulness to the community. Installing just any man on the board 
of directors does not necessarily give the desired protection to the stockholders 
and depositors. 

Our banking system has often been cited as one of the fundamental reasons 
for America’s present economic position in the world. We all are desirous of 
maintaining that high status. 

I earnestly request your favorable consideration of this bill and recommend 
it for immediate passage. 

I thank you gentlemen for your giving me your attention and these few minutes 
of your very valuable time. 


Mr. Brown. Mr. Holland, do you have any questions of the witness ? 
Mr. Moutrer. Mr. Chairman, some of these men are testifying before 
a congressional committee for the first time. I think they should un- 
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derstand that while we would like to have this as brief as possible, if 
they have a prepared statement that can go in the record, and then if 
they want to summarize it, they may do so, but are to be permitted to 
complete their summary. 

Mr. Brown. They understand that, Mr. Multer. 

Go ahead, Mr. Holland. 

Mr. Hotianp. Mr. Dunn, I have talked to some banks between yes- 
terday and today. You have been in the banking business 52 years 4 

Mr. Dunn. Yes, sir; from 1910, 1911, and 1912. You fellows are 
not old enough to remember those years. 

Mr. Hotuanp. I thank you for the compliment, but I believe I can 
go a couple more years than you. 

Mr. Dunn. Lam only 70 years old. 

Mr. Hotiann. Lam 72. 

Mr. Dunn. He won. 

Mr. Houianp. Less 10. 

In 1929 and 1932 this bill was passed. Cumulative voting was put 
into effect by 1933. I was told by bankers it was put in to protect banks 
and bank investors. That was why it was passed, with the experience 
of banks that had failed. 

Mr. Dunn. Banks didn’t fail because of the voting; they failed be- 
‘ause of the economic conditious, plus the board of directors not doing 
their job. In our bank they did their job. 

Mr. Hotianp. I think you brought up the point why, by cumulative 
voting, much of the directors weren’t doing their jobs, so they wanted 
to put a check on it. I happened to be in a firm where we had 1 or 2 
directors—it wasn’t the banking business, it was the glass business— 
who were on our bank all the time, who got out by cumulative voting, 
and they were an asset to us, because they kept us on our toes. 

I think the same thing could be said about bankers. I think they 
should be kept on their toes. You are not going to have a good bank 
when you have nine directors who all agree. One man says, “There 
it is,’ and they said “aye.” 

Mr. Dunn. | have sat on lots of bank boards in the National City 
Bank of New York to the Northern Trust Co., and down to a small 
bank with a million and a half deposits last Saturday, and the board 
nowadays under the directions of the banking department of the comp- 
troller’s office are given the responsibility which they weren’t given in 
those earlier years for being responsible for what happens to those de- 
positors and loans, and by God, they are in there giving their responsi- 
bility. A lot of them have been stuck because they are not taking, and 
they are taking today, Mr. Holland. 

Mr. Hottanp. And they are all agreeing. 

Mr. Dunn. No, sir; my board doesn’t agree with what I want. I 
sat in with a $1.5 million bank board meeting last Saturday after- 
noon and there were 9 members of the board and the majority ruled 
when they got through as to what they were going to do and they 
didn’t agree. The boards are not agreeing today. 

Mr. Hotzanp. Who was the sponsor of this legislation / 

Mr. Dunn. Well, I am one of them. 

Mr. Hottanp. At a group meeting ! 

Mr. Dunn. I am an independent operator. I don’t ask the ABA 
or the Nebraska Bankers Association, or any of them. I have my 
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own ideas and experience and I take my own individual action. I 
represent nobody but myself. 

Mr. Houianp. Quite a few of the banks I talked to—and we are 
having problems in Pennsylvania on banks, because you know we 
have 1 or 2 banks that are buying them everywhere. We feel a chain 
bank system is getting started. 

Mr. Dunn. I am against that. 

Mr. Hoxtianp. A lot of these banks were very much opposed to this 
bill because they said they didn’t know the sponsors. No one ever 
discussed it with them in their associations. That is what has 
puzzled me. 

Mr. Dunn. I am one of them and I have operated independently 
for several years. 

Mr. Hotianp. Just because of the fact that you want to keep this 
fellow who wants to get on your board from voting. 

Mr. Dunn. I am in favor of the general American custom of letting 
the majority rule. 

Mr. Hotianp. But a minority should be recognized, too. 

Mr. Dunn. They are recognized by your banking boards and your 
comptroller’s offices. They recognize the minority as they do in any 
other organization. If you have one fellow with a bunch of stock 
who puts a member on, there are still a lot of others. He only repre- 
sents his own selfish special interests that profits him to put himself 
on the board. 

Mr. Houtianp. I only quote what bankers have told me in the last 
couple of days and they disagree with you a good bit. 

Mr. Fountarn. May I ask the gentleman a question ? 

Mr. Brown. Mr. Heistand. 

Mr. Hetstanp. No questions. 

Mr. Brown. Mr. Fountain. 

Mr. Fountarn. I wonder if you could approximate the amount of 
stock of your bank that has been purchased and owned by the stock- 
holders since the law permitting or making cumulative voting man- 
datory has been in effect ? 

Mr. Dunn. Do you mean change in stockholders? 

Mr. Fountain. That is right. What percentage of change has 
there been ? 

Mr. Dunn. I am just guessing, but I presume 65 percent of our 
stock has changed hands because of deaths and estates and so forth. 
When a death comes along, we usually have to sell the stock to pay 
the inheritance tax. We have issued new stock, too. 

We have increased capitalization during that period from $350,000 
to $2.5 million. 

Mr. Fountain. Would you be able to approximate what percentage 
of stock has changed hands not by death or not by inheritance or 
outright purchase ¢ 

Mr. Dunn. Not very much because they won’t sell. 

Mr. Fountarn. Since this law has been in effect ? 

Mr. Dunn. I would like to buy some more and I can’t get anybody 
to sell me any. 

Mr. Fountarn. Then I assume you wouldn’t know what the per- 
centage would be? 

Mr. Dunn. No, I wouldn’t. It would be very little. 

Mr. Brown. Mr. McVey. 
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Mr. McVey. Does the National Bank of Commerce of Lincoln fol- 
low the cumulative voting system ? 

Mr. Dunn. Yes, we give them a permit to, but we haven’t had it 
foisted on us at any time, yet. We try to avoid it by keeping all the 
stockholders informed fully of all the acts of the bank and letting 
them participate in the activities of the bank. 

Mr. McVey. Under present laws are you required to do that? 

Mr. Dunn. No. You are required to make a detailed report to 
your stockholders at the end of the year and if you don’t make a 
good detailed report and all the facts, good or bad, you will find the 
folks over here in the Treasury Department, in the Comptroller’s 
Office, blowing down your neck. Very definitely. 

Mr. McVey. I just wondered why you have cumulative voting in 
your own board of directors. : 

Mr. Dunn. It is a national law. 

Mr. McVey. It is mandatory ? 

Mr. Dunn. Yes. 

Mr. McVey. That is all, Mr. Chairman. 

Mr. Brown. Mr. O’Hara. 

Mr. O’Hara. No questions. 

Mr. Brown. Mr. Mumma? 

Mr. Mumma. No questions. 

Mr. Brown. Mr. Barrett. 

Mr. Barrett. No questions. 

Mr. Brown. Mr. Betts. 

Mr. Berrs. You mentioned the control that the Comptroller of 
Currency has over banking; did you not? 

Mr. Dunn. Yes, sir. 

Mr. Berrs. Would you care to comment on that? I think it is im- 

ortant to know what control there is over a board of directors of a 
ety 

Mr. Dunn. Under the law he issues rules and regulations as to 
the responsibility of your board of directors and when the examiners 
come, if one of our directors hasn’t met at least 75 percent with the 
board, he is criticized. He either meets or doesn’t get elected next 
time because the Comptroller is blowing down my neck that he isn’t 
doing the bank any good. He can’t force him off, but I can. 

I have had one that I didn’t recommend be elected because he didn’t 
attend the meetings and participate and assume his responsibilities. 
They want them there and to assume their responsibilities. 

Mr. Berrs. I just wanted him to comment on the control that the 
Comptroller of the Currency had. 

Mr. Brown. Mr. Multer. 

Mr. Mutter. I didn’t hear part of your answer. Did you say the 
Comptroller can or cannot force a man off the board ? 

Mr. Dunn. Now he can “for cause.” What “for cause” is, I don’t 
know. 

Mr. Mctrer. Do you know of a single instance where the Comp- 
troller of the Currency ever forced anyone off a national bank board ? 

Mr. Dunn. I am just a small farmer banker out in Nebraska, and 
I don’t have too much 

Mr. Motrer. Let’s not have that. You have told us about all the 
boards you served on. 
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Mr. Dunn. I didn’t serve on them. I attended their meetings. 

Mr. Mutter. Let’s not deprecate your ability, now. You came in 
and told us you are an expert and you know all these banking problems. 
You sat in on bank board meetings of the National City “Bank, you 
told us; is that right? Asa member? 

Mr. Dunn. No: just as as visitor. 

Mr. Murer. That is one of the biggest banks in the world; isn’t it? 

Mr. Dunn. Soas to learn how to run a meeting. 

Mr. Murer. That is one of the biggest banks in the world; isn’t it? 

Mr. Dunn. Yes,sir. Years and years ago. 

Thank you a lot. I appreciate your remarks, sir. They were 
correct. 

Mr. Mvtrer. I don’t want to fight with you or quarrel with you, 
Mr. Dunn. 

Mr. Dunn. You can’t. 

Mr. Muurer. This committee wants the facts and I think you are 
in a position to give us some. 

Now, in addition to the fact that the Comptroller of the Currency, 
as you said in your statement: 


The examiner sent out by the Comptroller checked the operations of the 
bank for violations of law— 


Tam quoting you— 


or any action not in the best interests of all stockholders and all depositors. The 
findings of the examiner were reported to the Comptroller who is vested with 
the authority to take action. 

Now, if this man of ill repute or disrepute you are referring to who 
has now become the heir to a substantial block of stock in your bank 
is really a man of disrepute, do you think the Comptroller of the Cur- 
rency will permit him to sit on your board ¢ 

Mr. Dunn. He can’t control the board. He can control the officers 
of the bank. 

Mr. Mutter. Do you think if he delivered a recommendation to your 
board and to your stockholders that this man is of ill repute or is of 
disrepute and should not be on the board, the stockholders would go 
along? 

Mr. Dunn. They would never elect him in the first place. He votes, 
himself, under the cumulative voting act and he has enough stock to 
do it. 

Mr. Mutter. Do you know of a single instance where the Federal 
Reserve Board has removed a director of a national bank who had been 
elected by cumulative voting? 

Mr. Dunn. No; I don’t. 

Mr. Murer. And the Federal Reserve Board has the absolute right 
under the law to remove a director from a national bank; isn’t that 
so? It is right in the law; isn’t it? 

Mr. Dunn. I wouldn’t know for sure, sir, whether the Federal 
Reserve Board has the right to remove them or not. 

Mr. Mutter. You made a statement on the record that the Board 
of Governors of the Federal Reserve System has a right to remove a 
director who is causing the bank trouble or who is a man who should 
not be on the board. In the first instance, the Comptroller of the 


Currency also has the right to say whether a man is qualified to serve 
on the board. 
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Now, if the Comptroller of the Currency has been doing his job 
and the Federal Reserve Board has been doing its job, somebody ought 
to be able to come forward and indicate a single instance—lI ask you 
to do it if you can, if you can’t do it today, if you hear of any between 
now and the time these hearings close, supply us with a single instance 
where a minority stockholder or stockholders by cumulative meg 
have elected to a board of directors of a national bank a member o 
the board who was subsequently removed or as to whom the Comp- 
troller of the Currency recommended his removal. 

Now let’s go on to the next. You say that detailed reports are 
required to be sent by all national banks to their stockholders. 

You know, do you not, that there are many national banks that are 
not doing that? 

Mr. Dunn. I don’t know that; no, sir. 

Mr. Mutter. You don’t know of any who are not sending detailed 
reports to their stockholders? 

{r. Dunn. No; I do not. 

Mr. Mutter. Do you know about the bill enacted by this committee 
on the qualifications of directors? Did you take any position on it? 

Mr. Dunn. 1 am very strong for that. I didn’t do anything about 
it. 

Mr. Muurer. We amended the law as to qualifications of directors. 
Are you familiar with that bill? 

Mr. Dunn. Yes, sir. I can’t quote it, but I have copies of it. 

Mr. Mouurer. What was the purpose of that bill? What did it 
accomplish generally ¢ 

Mr. Dunn. It strengthened the boards of directors of banks; yes, 
sir. 

Mr. Mutter. In what way, sir? 

Mr. Dunn. To make them more responsible to their depositors. 

Mr. Mutrer. I don’t know what bill you are referring to, sir. 

Did you take any position so far as the Congress is concerned? Did 
you advise either House, the House or the Senate, or any of their com- 
mittees, as to how they should vote on that bill? 

Mr. Dunn. No, sir. 

Mr. Mutter. I refer to the bill requiring residence requirements of 
directors. That is the only change I know in the qualification of bank 
directors that has been enacted since I have been here and that has 
been since 1947. That referred to residence of directors. Do you 
recall that? 

Mr. Dunn. Yes; I do, sir. 

Mr. Murer. I think I was one of the few members who objected. 
They increased the residence requirements so that instead of 50 miles 
you could live within 100 miles? 

Mr. Dunn. Yes. 

Mr. Muurer. You were in favor of that change ? 

Mr. Dunn. Yes. 

Mr. Moutrer. You feel that strengthened the position of the 
directors ? 

Mr. Dunn. In our State it would diversify and let some of our 
out-State people get on the board who knew the conditions because we 
operate statewide. 

Mr. Murer. How does that apply to the heir of the stockholder 
you referred to? Does that qualify him now? 
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Mr. Dunn. I don’t know where he will live when he inherits this 
stock. 

Mr. Mvurer. Where will he live when he wants to become a mem- 
ber of the board? It requires him to live there for at least a full 
vear. That is the statute. You don’t know whether that applies to 
him or not? 

Mr. Dunn. I can’t tell because I don’t know where he is going to 
live. 

Mr. Mvutrer. Where does he live now? 

Mr. Dunn. In Colorado. 

Mr. Motrer. How far from your bank? 

Mr. Dunn. 500 miles. That is immaterial. I just mentioned that 
because I am not concerned about that. I am concerned about the 
general principle, sir, Mr. Multer, if I may say so, again. 

The majority should rule in all things and there is a place where 
the majority doesn’t rule. 

Mr. Mvtrer. Now let’s find out about that. 

FDIC is run by a board of three members; is that right? 

Mr. Dunn. I believe that is correct. 

Mr. Motrer. Do you think the majority rule should apply there? 
It is an insurance agency which also has the right to inspect and 
examine the banks and the boards’ activities and the activities of the 
management of the bank to determine whether or not you are impair- 
ing the capital in any way. It insures your depositors against loss. 
Should FDIC be run by majority rule? 

Mr. Dunn. The FDIC is just carrying out the mandates of the 
Congress. Isn’t that their position? 

Mr. Mutter. Of course they are, but they are the insuring agent. 
Should that be run by majority rule? 

Mr. Dunn. The FDIC Board isn’t elective, is it ? 

Mr. Mutter. No, it is appointed. 

Mr. Dunn. Yes. 

Mr. Motrer. That is the point I make. Should it be appointed by 
majority rule? 

Mr. Dunn. Appointive positions I don’t think have anything to 
do with this, Mr. Multer. 

Mr. Mutter. Why not? Would you change the fact that that 
board must be a bipartisan board, and that not more than two mem- 


bers must be out of one political party, that is the law. Would you 
change that? 


Mr. Dunn. That is another topic. 

Mr. Motrer. It is not another topic, at all. It is precisely this 
point. If the majority party elects the President who has appointive 
power, and if you don’t have the similarity of cumulative voting there, 
then he should appoint all members of his own party and the minority 
party should have no representation in that very important body. 
Now that is what you say about your bank. You say that if I own 
40 percent of your stock, the stock of your bank, I should not have the 
right to have any representation on that board. 

Let us not take me, personally. Let’s take John Doe as an example. 

Mr. Dunn. If you owned 40 percent, you wouldn’t have trouble 
getting representation on a bank board. 
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Mr. Muurer..Why? . You own 60 percent and I own 40 percent, 
and you don’t have cumulative voting. You are going to elect the full 
board, are you not, if you want to? 

Mr. Dunn. That is right. 

Mr. Murer. Now you and I don’t get along. You and I have dif- 
ferent ideas—I mean talking about banking. I want to make liberal 
loans. I want to go in and make a loan of $100,000 to a man who 
has just begun a new business venture. I have confidence in him. 
You say, “Oh, no. Let’s have this man operate for 5 years, first, and 
see how good he is. I don’t care what he did in some other business.” 

Mr. Dunn. That is where your examiner and your Comptroller 
come along. 

Mr. Mutter. Let’s be fair. Your examiner and comptroller come 
in after you have made the loan. They don’t tell you what your policy 
shall be before you make the loan. They come in after you have made 
the loan and say, “We think you have too much money invested in 
this kind of business or that kind of business. You don’t have suffi- 
cient diversification, or you are making bad loans.” 

But they do make that statement to you or those recommendations 
only on the basis of your experience and the loans you have actually 
made. Isn’t that the fact ? 

Mr. Dunn. No; the fact is that they have policies laid down with 
regard to your loans and so forth but you know in advance whether 
those loans are going to meet their requirements or not, sir. You 
know when you are making a loan whether it will meet the require- 
ments of the examiner or the comptroller’s office. 

Mr. Murer. You say the minority stockholder wants to be on your 
board because he has some selfish interests. Isn’t that just as true of 
the majority stockholders, that he wants to be a member of the board 
because of his selfish interest, which is a proper selfish interest, to pro- 
tect his own stock and his own capital that he has invested there? 

Is there any difference between the selfish interests of the majority 
stockholder and that of the minority stockholder? I am not talking 
about the isolated case where the fellow comes in and attempts black- 
mail. You wouldn’t say that all bankers are bad because occasionally 
you send to jail a banker who has been an embezzler. You don’t con- 
demn the whole profession for that reason, do you? 

Mr. Dunn. Not necessarily, sir, except as time goes on, there will 
be lots more cases than you have had in the past, where there will be 
an opportunity for people to have a small amount of stock and force 
themselves on the board or force somebody to buy their stock at an 
exorbitant price, which disturbs the bank and the community in which 
the bank is serving. The bank is serving the community to help our 
economy and help the bank make some money and make the commu- 
nity a better community and those things are going to come on. It 
goes like all the laws you change, you change them because of changed 
conditions. 

Mr. Kitsurn. Mr. Chairman, I would like to make a point of order. 
I have sat here all morning and haven’t had a chance to ask a question. 


Mr. Brown. He says he has one more question. Go ahead, Mr. 
Multer. 
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Mr. Mutter. You say in your statement directors of national banks 
are trustees of the funds on deposit in their institutions and you refer 
to instructions issued to that effect. 

Mr. Dunn. Yes. 

Mr. Mutrer. You mean instructions issued to your bank personnel 
by your bank board ? 

Mr. Dunn. The comptroller office and the banking department of- 
fice under the law. They have certain responsibilities and if they do 
not live up to them, they are personally liable. 

Mr. Mutter. I would like to have somebody supply to this record 
before it is closed any authority saying that a bank or its directors are 
trustees of depositors. Every case that I have ever seen, every decided 
case all the way to the United States Supreme Court of every State 
says that the relationship between a depositor and a bank is that of 
debtor and creditor and if there is anything else to the contrary, I 
would like to have it presented on this record. 

Mr. Dunn. I will send you copies of a book. 

(The information requested has not been submitted.) 

Mr. Brown. Mr. Kilburn. 

Mr. Kireurn. As I understand, when you select directors, you do 
not necessarily select: them because of stockholdings but because the 
individual is a responsible, respected citizen who you think will help 
the bank. 

Mr. Dunn. Yes, sir. 

Mr. Kitsurn. And you do not help somebody that you think will 
be a rubber stamp for you? 

Mr. Dunn. That is right. 

Most banks do that. Any banks that do not do that cannot be suc- 
cessful. 

Mr. Kizeurn. So this is all nonsense about some director wanting 
to get on for his own selfish interests. It is also nonsense that you 
select a board that is going to agree with you all the time. Isn’t that 
right ? 

Mr. Dunn. They do not. 

Mr. Kitsurn. And you do not select them either, because they are 
in the business of selling bank stocks ? 

Mr. Dunn. I do not kick them off because they de not agree with 
me, either, sir. 

Mr. Brown. Mr. Talle. 

Mr. Tatrx. Thank you, Mr. Dunn, for your prepared statement. 
It is concise, goes right to the heart of the matter and it is not your 
faulty that a lot of extraneous matters got into the discussion in 
committee. 

Mr. Dunn. I have tried to keep this to the topic we are on and I 
would like to file with you a copy of my statement with your clerk. I 
have made it as brief as I could so you can all read it. I did not make 
it long and extensive because you are busy. Thank you. 

Mr. Brown. Your written statement will be incorporated in the 
record, 

Call the next witness, Mr. Clerk. 

The Crier. Mr. Maurice S. Brody, director, Denver National 
Bank, Denver, Colo. 



























































ree ee er yy Pe 


i Tho. rota, Sart 


By Srtrs. 


STATEMENT OF MAURICE S. BRODY, DIRECTOR, DENVER NATIONAL 


CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 77 


BANK, DENVER, COLO. 


Mr. Bropy. I am Maurice 8S. Brody, director, Denver National 
Bank, Denver, Colo. I would like to make the following statement. 

Our national banking system is based upon trust and confidence— 
trust of the depositors in the bank and its management, trust of the 
bank in its borrowers that its loans will be repaid, trust by the stock- 
holders in the management of the bank; and finally, trust by the 
management in its stockholders in that they will be permitted to know 
how the management performs its duties and obligations to its de- 
positors, borrowers, and stockholders by allowing representatives of 
all the stockholders to observe and participate in the management 
of the bank that they own. 

This rounded relationship is fundamental and axiomatic of our na- 
tional banking system. That is how you, the American Congress, has 
set up our national banks to function and that indeed is how they pres- 
ently function based upon the trust of the system’s component parts in 
each other. 

Opponents of the principle of cumulative voting which permits rep- 
resentation by all the stockholders in the management of the bank, say 
that while the principle is sound in theory, in actual practice this 
theory is seldom if ever applied and, therefore, the principle should be 
discarded as obsolete and impractical. 

My purpose in coming 1,500 miles to testify is to set before you a 
living actual case history of the benefits which you, the American Con- 
gress, have given our national banks by firmly incorporating the prin- 
ciple of representation by all the owners of our national banks through 
the process of cumulative voting as an integral part of our national 
banks. 

Today, I want to present to this committee an actual case history 
illustrating the functioning of cumulative voting in a national bank 
in actual practice in a specific locality, namely, Denver, Colo. 

I appear before you as a director of the Denver National Bank with 
resources of $148 million, the second largest bank in that wonderful 
State of Colorado. Further, I want to emphasize that I am a product 
of cumulative voting. In me you see a practical living demonstrattion 
of the sound principle in the public interest that the public stock- 
holders should have representattion on the governing body of the 
bank that they own. 

My appearing before you as a director of the Denver National Bank 
could not have occurred unless the American Congress in its wisdom 
in 1933 incorporated the principle of cumulative voting in the election 
of its national bank directors. 

My election as a director of the Denver National Bank is the direct 
outgrowth of the fact that within recent years the general investing 

public has acquired a large proportionate ownership of the capital 
stock of Denver National than had been the situation in previous years. 
As the result of the diffusion of ownership by many where previously 
ownership had been held by a relatively few rich individuals, a con- 
flict of ownership interest arose. Whereas banks in general with a 
wide distribution of ownership paid out approximately 50 percent of 
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their earnings in dividends, the Denver National Bank paid out about 
athird. The bank in its dividend policy did not recognize the fact that 
many of its stockholders living on the dividends receiv ved from the Den- 
ver National were unable to cope with the rising cost of living which 
had doubled for them since 1939. 

I, therefore, was the living instrument by which the public share- 
holders could, by utilizing the cumulative voting provision of the 
National Banking Act, secure representation on the board of directors 
of the bank and thereby in that way bring before the governing board 
of the bank the justice of their claim for a change in the dividend 
policy of the bank in line with the change that had occurred in the 
cost of living. 

Only through the cumulative voting provision of the N Yational Bank- 
ing Act was it possible to bring about a change in the almost fixed 
dividend policy of the bank. 

In January of 1955 one-sixth of the stockholders representing over 
7 percent of the stock of the bank supported my candidacy as a direc- 
tor of the bank. However, the bank management, by cutting the 
number of directors from 22 to 11, prevented me from becoming a 
director. 

My candidacy for a directorship so dramatized the glaring weak- 
ness of a small constant fixed dividend that during the year of 1955 
the bank management increased the dividend from $1.20 to the equiva- 
lent of $2.1214 per share, an increase of 77 percent. 

F urthermore, public opinion brought the management around to 
reconsider their position of the previous year and the board of directors 
decided in December of 1955 to invite me to become a director. 

In January 1956 my election took place upon the invitation of the 
bank management. At that time I represented 24 percent of the 
stockholders owning 13 percent of the stock with a market valuation 
of close to $2 million. 

My family and I owned about one-fourth of the stock I represented. 
While our group had the voting strength to secure three representa- 
tives on the board of directors, we accepted the invitation of the bank 
and contended ourselves with one director, believing that in this way 
we would adequately have a voice in the management and thereby be 
able to present our just claims at the directors’ table. 

Therefore, since January of this year I have served as a director 
along with the 21 other directors who had served previously. I have 
devoted myself to becoming acquainted with the workings of the bank 
and to help the man: agement in any way that I can as the result of my 
competent academic : and practical background of 35 years in finance 
and investments. I am also engaged in securing new accounts and 
building goodwill for the bank. 

I have found that the bank’s board of directors is made up of a 
group of dedicated men fiercely loyal to the Denver National Bank 
and the best traditions of American banking. The bank management 
is devoting itself to effectively serve rapidly growing Denver and its 
surr ounding Rocky Mountain area. 

I have made a point to contact customers of the bank and find 


these customers highly pleased with the bank’s relationship toward 
them. 
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Many said that in their opinion the Denver National was the best 
bank in town. The information which I have gathered since being a 
director has raised, in my estimation, the stature of the bank. 

The process of cumulative voting by permitting a whole new group 
to secure representation on the governing board of the bank has 
strengthened the conviction of these stockholders in the soundness, 
character, and integrity of their bank. 

The net result has been to raise the trust and confidence of the 
stockholders in the management and conversely, the management of 
the Denver National by their considerate treatment of me as the 
representative of the public stockholders evidences their trust in the 
ability of the stockholders to elect a director dedicated to serve well 
the bank, its customers, and all its stockholders. 

Let me, therefore, using the actual operation of cumulative voting 
in the election of a national-bank director at the Denver National Bank 
as a basis, summarize the practical constructive value and effectiveness 
of cumulative voting in our National Banking Act. 

1. Cumulative voting by keeping the situation open and fluid per- 
mitted the public stockholders to correct an outmoded dividend policy 
without completely overthrowing the present management as would 
be required in the absence of cumulative voting. The public stock- 
holders of the bank, by being permitted to favor the election of an 
independent director to the board, were able to focus the attention 
of the board of directors upon a wrong which vitally needed cor- 
rection. 

2. Through cumulative voting the public stockholders have now 
a representative on the board of directors who is in a position of 
equality to present the public stockholders’ viewpoint to the board 
of directors. This could not happen without cumulative voting. 

3. The election of an independent director, representative of the 
public stockholders, who will have a firsthand knowledge of the bank’s 
affairs makes for more confidence and trust by the public stockholders 
in the management of their bank. It increases the stake and interest 
of the public stockholders in their bank and thereby brings about 
closer cooperation between stockholders and management. 

4. Even on boards where an independent director is not present, 
the possibility that the public stockholders can use cumulative voting 
to elect an independent director if the management does not do a good 
job will tend to keep management on its toes and responsive to the 
needs of its customers and stockholders. 

5. Your repeal of the cumulative voting provision will probably 
result in the liquidation of hundreds of independent bank directors 
throughout the country who are directors now by virtue of the threat 
of the power of cumulative voting even if the process was not actually 
applied in the election of these directors. . 

It would be folly to destroy these men just because of a petty annoy- 
ance to management here and there. These men serve in the public 
interest and the public interest should come first. The wholesale re- 
moval of these independent directors could jar confidence in our na- 
tional banks. I am sure the Congress would be loathe to do anything 
which could shake the confidence of investors and the public in our 
national banks. 

6. Repeal by this Congress of the cumulative voting provision of the 
National Banking Act will serve notice on hundreds of thousands of 
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public stockholders in national banks throughout the country that in- 
asmuch as they are in the minority, they cannot be trusted with their 
present right to elect representatives on the boards of directors of the 
banks that they own. It would be just as if you went back to your 
home districts and told your constituents that the Congress had decided 
that only Congressmen elected by the majority party could be seated. 
The minority could not be trusted and therefore, would not be allowed 
any representation whatsoever. This precedent is dangerous for the 
Congress to establish in America for who knows how far and wide a 
dangerous doctrine like this can spread. There is no place in America 
for a one party system—neither in its Congress nor in its national 
banks. 

Today the American banking system is functioning beautifully 
thanks to the farsightedness of the American Congress in 1933. I 
appeal to the present Congress in its wisdom not to shake confidence 
in our national banks. 

Mr. Brown. Mr. Multer. 

Mr. Wotcorr. Are we going to break the rule of sitting while the 
House is in session? I just want to know if we are embarking upon 
a precedent. 

Mr. Mutrer. If the gentleman is addressing his remarks to me, I 
will make this statement to the public as I did my statement the other 
day. I told Mr. Spence, our chairman, that I would not object to his 
getting consent of the House to sit so we could hear all the witnesses 
for and against this bill. 

Mr. Brody, in connection with your efforts to become a member of 
this board, did you present your problem to the Comptroller of the 
Currency at any time? 

Mr. Bropy. No, Congressman. 

Mr. Mutrer. Do you know whether or not he interested himself 
in this situation ¢ 

Mr. Bropy. Let me say this: Indirectly, yes. I brought this to the 
attention of the Federal Reserve Board. ‘The Federal Reserve Board 
said that that was certainly within the jurisdiction of the Comptroller 
of the Currency. I got a letter from, not the Comptroller of the Cur- 
rency, but one of his assistants and they said there was nothing they 
could do about it, that the management of the bank had the right to 
cut down the board of directors and there was nothing they could 
do about it. 

Mr. Mutrer. That was the effort through which they succeeded for 
a time in keeping you from the board and denying to these stock- 
holders whom you represented representation on the board by re- 
ducing the number of members constituting the board ¢ 

Mr. Bropy. Yes. 

Mr. Muurer. The Comptroller of the Currency said there was noth- 
ing he could do about that ? 

Mr. Bropy. That is right. 

Mr. Murer. Mr. Brody, you were just a name to me Monday of 
this week. It may interest you to know I followed your problem very 
thoroughly long before this bill was presented to the Congress. I 
went to the extent of determining whether you were a reputable citi- 
zen of Denver, Colo., and the details of your experience with this bank. 
What they did to you there is one of the reasons why we must continue 
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cumulative voting. All of that was before this bill was presented 
to this committee or to this House. I think your case is an outstand- 
ing example of why we need cumulative voting. 

I think the statement you have made here is a very fine statement 
in support of continuing the act without change in that respect and 
indicates very clearly that those witnesses who say the Comptroller of 
the Currency is going to protect the minority stockholders, don’t 
know what is happening in the actual operation of the Office of the 
Comptroller of the Currency. He does nothing to help the minority 
stockholders, except insofar as he protects everybody who has an in- 
vestment or deposit with the bank, through his examinations and 
when it comes to matters of this kind, he disassociates himself from 
them. 

Mr. Bropy. He did completely. 

Mr. Mutter. The information you gave this committee I had from 
that office before I even knew you. 

Mr. Brown. Mr. Talle. 

Mr. Tarte. I understand you became a member of the board of 
directors in 1956 ? 

Mr. Bropy. Yes. 

Mr.Tatie. And your principal interest in becoming a director as 
stated in what you have recited here is that you disapproved of the 
dividend policy of the bank ? 

Mr. Bropy. That was an issue. That was in the minds of many 
stockholders because since 1938, the stockholders had only received a 
20-percent increase in their dividends during all this time when the 
cost of living had been going up. And there was considerable dis- 
satisfaction among the stockholders that the dividend was too low, in 
view of the cost of living and also in view of the earnings of the bank. 

Mr. Tati. Now another question: During the years preceding, 
say January 1956, what happened to the growth of deposits in the 
bank ? 

Mr. Brovy. There was a large increase in the growth of deposits, 
Mr. Congressman. There was an increase in everything; in deposits, 
in earnings, in capital, in everything. There was a substantial in- 
crease all along the line. 

Mr. Tate. That is correct, especially as to deposits. 

Mr. Bropy. There was an increase in most everything with the ex- 
ception of just a 20-percent increase in dividends. 

Mr. Tate. That is correct. A tremendous growth in deposits. 

Now, as a banker, you recognize, of course, the important relation- 
ship that exists between deposits and the capital structure of the 
bank. In other words, as your deposits grow immensely, unless there 
is substantial increase in the capital structure of the bank, the de- 
positors are left with a pretty slim reed to lean on. 

Now my question, during this period of growth of deposits, what 
occurred in the capital structure of the bank? Was that increased 
correspondingly ¢ 

Mr. Bropy. Yes; there was an increase in the capital structure of 
the bank. It was an increase entirely out of earnings, with the ex- 
ception of around 1950, I think 1950 or 1951, when there was an in- 
crease in the capital stock. Additional stock was sold to stockholders. 
My thought is that we must strike a happy medium in all this. We 
must allow for increase in the growth in deposits, but we cannot in 
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that time entirely overlook the stockholders, as well. I mean it is a 
case of compromise and trying to adjust your policies so that every- 
body is kept satisfied and that nobody is really left out of the picture, 
so to speak. 

Mr. Tate. Has there been any recent sale of stock so that the 
capital structure could be strengthened in your bank ? 

Mr. Bropy. Yes. Last year there was another sale of stock and 
the capital structure has been further improved. I mean more capital 
has gone in. 

Mr. Tate. I want to congratulate you and the bank on that be- 
cause I have sensed a weakness for a number of years in that as de- 
posits have grown, capital structure has not grown correspondingly. 

As you know, that lar ge total on the right-hand side of your finan- 
cial statement, which equals what is on the left-hand side, is mostly 
deposits, so that you are dealing with other people’s money. 

Now, is it your contention that this bank, prior to your becoming 
a director, could have afforded a more generous dividend than was 
paid ? 

Mr. Bropy. The fact that in 1955, the bank on its own accord, after 
this issue had been raised, raised dividends 77 percent above what they 
had persisted the previous 4 or 5 years indicates to me that the bankers, 
at least themselves felt they could do it, because they did it. But they 
did not do it until the issue had been brought to their attention. 

And I was that instrument under the cumulative voting provision. 

Perhaps it was a coincidence, but it did not happen until the issue 
was raised, and then they came through with a very resounding i in- 
crease in dividends. An increase in 1 year of 77 percent is very “sub- 
stantial, gentlemen. 

Mr. Tautue. I admire a banker who operates conservatively because 
that shows he has regard for other people’s money and the trust im- 
posed in him. I want to congratulate the bank on selling more stock 
so that the equity has grown. If you would supply some figures for, 

say, the past 10 years, showi ing the relative deposits and c pital struc- 
ture, I would like them for the record. 

Then I want to throw out this warning: There are too many people 
who believe that because we have a Federal Deposit Insurance ena 
ration, all banks are safe, but you, Mr. Brody, and every other banker 
as well as I know that a bank is only as good as is the quality of its 
management; is that correct ? 

Mr. Bropy. That is correct. 

Mr. Tarte. Mr. Chairman, thank you. 

Mr. Brown. There are gentlemen on the committee who haven’t had 
an opportunity to examine >this witness. T herefore, you gentlemen will 
have to stay over if the committee wants to examine you. 

Mr. McDonoveu. I have no questions. 

Mr. Founratrn. I have one question he could answer in a few seconds. 

Mr. Brown. All right. 

Mr. Founrarn. To what extent did the profits of your bank increase 
during the period of time when you say the bank of its own accord 
increased dividends by 20 percent ? 

Mr. Bropy. In 1955, the profits of the bank, I believe, were about 45 
percent greater than they were in 1954. 

Mr. Mumma. Are you the gentleman who wrote us earlier in the 
year ¢ 
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Mr. Bropy. Yes. 
Mr. Mumma. At that time you said the bank was dominated by one 
dominant person who desired to keep the dividend down to keep the 


value of the stock down so it wouldn’t affect his inheritance taxes; 
is that correct ? 


Mr. Bropy. I believe I wrote you along those lines; yes. 

Mr. Mumma. So you have changed around a little bit in the mean- 
time ? 

Mr. Brown. You may be excused now. We are very glad to have 
your testimony. 


Mr. Clerk, I think you have one witness who wants to file his 
statement. 

The Crierx. Yes. Mr. Ernest M. Shapiro, who was scheduled to 
appear today, will be unable to stay over until tomorrow and asks 
permission to file his statement for the record. 

Mr. Brown. Without objection, the statement may be filed. 

(The statement referred to is as follows:) 


STATEMENT OF ErNEST M. SHAPIRO, A PARTNER IN THE ACCOUNTING FIRM OF 
ERNEST M. SHaApriro & Co., LEWISTON, MAINE 


Thank you for permitting me to testify before this committee. 

As a large owner of stock in several national banks and as a director and one 
of the largest stockholder of the First National Bank of Lewiston, Maine, I wish 
to state why I am opposed to bill S. 256 which eliminates mandatory cumulative 
voting and substitutes permissive cumulative voting. 

In 1933, during the banking holidays, one of our local national banks closed 
its doors on March 4 and I was appointed receiver of this bank in December 1933. 

During the period between March 4 and December 19, 1933, there were attempts 
made to reorganize the bank, but due to the desire of the management to per- 
petuate themselves in their jobs and because management were able to control 
the majority of the stock outstanding, the bank did not reopen. I was a member 
of a committee in an attempt to reorganize the bank during that period, but 
was thwarted by the management. The people who were to put up the money 
to reopen would not accept the old management. 

The directors of this closed bank were nothing but rubberstamps for the 
activities of the management. In fact, when I became receiver, I found loans 
had been made by the management without the directors having knowledge of 
same. In my capacity as receiver, I had to levy a 100-percent assessment against 
the stockholders and was also forced to make the directors pay for many 
improvident loans which were granted by the management without consent or 
approval of the directors. 

If cumulative voting had been mandatory at that time and the directors had 
been in a position to assert themselves independently, I am certain the bank 
would not have been in the sick position it was. 

I am a director of the First National Bank of Lewiston, Maine. The directors 
enjoy the most harmonious relationship. The permanent management of the 
bank, consisting of the executive vice president and the cashier, own 20 shares 
of stock of the 24,000 shares outstanding. If this bill passes, it would make it 
possible and encourage them if they so desired, to control the votes for directors. 
When you stop to consider that to qualify as a director one only needs $1,000 
par value of stock, it would be comparatively simple to elect directors and deprive 
large stockholders of their rights and privileges. 

I fail to find a national bank in this entire area, in fact any bank in my area, 
that has mandatory voting in its articles of association. To provide for cumula- 
tive voting, the institutions must amend their articles of association which 
requires a favorable vote of the majority of the stockholders. This, therefore, 
affords no protection to the minority, as the majority will most probably have 
to vote any such provision into their charter and such action will not oceur. 

The question arises in my mind, “What has management to fear from stock- 
holders?” Cumulative voting has been in effect now for 23 years and from 
my observation up in the country, I fail to see where it has done any harm but 
I can see where it has done a lot of good in making directors who are substantial 
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stockholders feel that they can assert themselves and even oppose management 
views if they feel they are not sound. 

The passage of this bill would make bank stock less desirable as an investment, 
eliminating rights that bank stockholders now have. 

While there may be isolated incidences of abuse, although I have never heard 


of any, as I see it, the preponderant result of mandatory cumulative voting in 
the law has been most satisfactory. 


Thank you for listening to me. 
Mr. Brown. The committee now stands adjourned, to reconvene 
tomorrow at 10 o’clock. 


(Whereupon, at 12:20 p. m., the committee adjourned, to reconvene 
at 10 a. m., Thursday, July 19, 1956.) 
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THURSDAY, JULY 19, 1956 


Hovse or REPRESENTATIVES, 
CoMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., in room 1301, House Office Building, 
Hon. Brent Spence (chairman) presiding. 

Members present: Messrs. Spence, Brown, Multer Barrett, Fountain, 
Holland, Healey, Talle, Kilburn, McDonough, Widnall, Betts, 
Mumma, McVey, Hiestand, and Nicholson. 

The CHarrMan. We have six witnesses to hear today. We will 
limit each witness to 10 minutes. He may submit his statement for 
the record if he so desires but it is necessary to do this in order that 
we might conclude the hearings. 

Mr. Moutrer. Mr. Chairman, for the sake of the record, and I don’t 
want you to take this personally—it is not directed against you, 
but I want to voice on the record an objection to closing these hearings 
in that manner. I think this is one of the most important bills that 
has come before this committee in the 84th Congress. I think it is 
entitled to the fullest hearing and the fullest light that can be shed 
upon it, by those for it and those against it. Particularly those against 
it. I think each witness should be given a full opportunity to state his 
position and be examined by every member who is present. There are 
only three members here this morning as we start this hearing. I 
think we should each have the right to examine every witness at 
length. Several witnesses already called have not had an opportunity 
to be examined by members and they have been excused and not re- 
called so as to afford those members who have not had an opportunity 
to examine them, that privilege. 

I understand your desire to get the bill out quickly, but I think 
that every member should have the right to examine at length, every 
witness for or against the bill when he appears here. 

Mr. Kireurn. I think your idea is a good one, Mr. Chairman, and 
I hope you will follow it out and close the hearings at noon. 

The CuarrmMan. We are proceeding this way in order to give every- 
body an opportunity to be heard. If one witness was kept here all 
morning we wouldn’t hear the others. 

Mr. Mutter. That would be very unfair to do this that way, Mr. 
Chairman, but at the same time this law has been on the statute 
books, unchanged for many years. There has been no attempt to 
change the act since 1933. This bill doesn’t have to be enacted this 
week, next week, or in this Congress. Nobody can be hurt any more 
than they have been hurt in the last 23 years by waiting until next 
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January if we can’t have a full and complete hearing at this time. 
No one has yet been hurt by existing statute. We are confronted 
by no emergency. 

The CuarrMan. Call the first witness. 

The Cierx. The first witness is Mr. Lewis D. Gilbert of New York 
City. 

The CHatrmMan. You may submit your whole statement for the 
record or read it as you wish. 

Mr. Gizzerr. I prefer to read it. 

The CuarrmMan. Very well. 


STATEMENT OF LEWIS D. GILBERT, NEW YORK, N. Y. 


Mr. Girpert. My name is Lewis D. Gilbert. I am appearing here 
today as a permanent investor in national bank shares. Together 
with other members of my family we own 1,272 shares of such bank 
stocks in such banks as Wells Fargo, Crocker Anglo National of San 
Francisco, First National City of New York, National Bank of De- 
troit, and National Bank of Tulsa, Okla. 

In addition, I represent a number of other stockholders of First 
National City at the annual meeting each year and am in correspond- 
ence with other owners of national-bank shares who have informed 
me on many occasions they share my views. 

At the outset, let me say again, as I state in my annual report, and 
in my book, Dividends and Democracy, for which Senator Paul 
Douglas has been generous enough to write the foreword, that neither 
now or in the past or the future am I personally a candidate for any 
bank directorate. Therefore, I have no ax to grind when I stand 
before you and ask that mandatory cumulative voting be maintained. 

I am here in defense of a great democratic principle, the right to be 
represented as occasion may arise in the years ahead to vote for those 
who share the same views I hold. There is only one effective way of 
assuring that right in corporate voting—the right we have enjoyed 
over the past generation to cumulate our shares any time we so desire. 

Might I say in passing that the need for mandatory cumulative 
voting becomes ever more important as the number of mergers in- 
creases and the number of shares outstanding as our banks grow. 
We must prevent at all costs the rise of oligarchic control of the banks 
if we want a free democratic capitalism in this Republic. 

That is why it is also so important for us to have the protection 
of better proxy regulations in voting bank shares, as proposed by 
the Honorable Abraham J. Multer in his own bill, which I hope will 
receive your consideration at the next session of Congress. 

We must have the best methods of electing directors, not the weakest 
ones, because quite properly a director has certain rights which the 
ordinary shareholder does not have. We have the annual meeting 
to air our viewpoint, but only an independent director elected by 
cumulative voting can keep us best informed throughout the year. 

He is independent because he does not depend on the wishes or 
whims of the bank management. The interests of management and 
the shareholders are not one and the same at all times. Questions of 
pension plans, bonus payments, and other emoluments come up, as I 
have pointed out in the April issue of Investor, of which I am con- 
tributing editor. 
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That is why we must have the right to cumulate our shares. Yet, 
in spite of this safeguard, we are also protected against abuse. No 
handful of stockholders can elect a director; it generally takes approxi- 
mately 10 percent of the shares to elect a director cumulatively. 

And in banks we have an added protection against abuse. Even 
Robert V. Fleming, of the Riggs Bank, an opponent of mandatory 
cumulative voting, had to admit that the requirements for a man to 
be a bank director are higher than elsewhere in the corporate world 
because of existing restrictions. 

A director must take an oath to uphold the banking laws. The 
Office of the Comptroller of the Currency exercises a watchful eye. 
A director of a national bank may be removed from office by the 
Board of Governors of the Federal Reserve System if the Board 
finds unsafe or unsound practices permitted. 

Nor should it ever be forgotten that under cumulative voting it is 
still the majority of the members of the board, not the minority, who 
elect the officers who administer the affairs of the bank through the 

ear. 

But that does not mean we want our boards to be rubber stamps. 
I mention this because we hear a good deal about harmony. Banks 
are not run for the peace of mind of the directors. There is no more 
reason why different points of view should not be expressed for a 
reasonable period of time than that they should not be expressed on 
the floor of the House of Representatives or in this committee hearing. 

Much is also made of the fact that the proposed bill has been 
amended to allow permissive cumulative voting. This is, as Senator 
Douglas stated on the floor of the Senate, an illusion, since “we cannot 
depend on the majority to protect the rights of the minority.” My 
article in Investor, to which I referred, will show you that dominant 
bank management will not in most cases put cumulative voting into 
effect unless the law makes it stay there as it should. 

We hear much of the mythical dangers of great abuse through cumu- 
lative voting. But what of the proven dangers of not having it in 
a bank ? 

Former Governor Hoffman, of New Jersey, was the dominant force 
in the management of a New Jersey bank. It was a State bank, and 
he had been instrumental in getting the right to vote cumulatively 
killed in New Jersey banks. 

Quite naturally, he strongly opposed the right to vote cumulatively 
as then existed in New Jersey State banks, because it was Director 
Hoffman who, as president of the bank, finally ended his life when 
his embezzlements became public knowledge. 

So in conclusion, on behalf of the public shareholder interest in 
national banks, in the interests of corporation democracy and the 
depositors too, I ask this committee to maintain the right of mandatory 
cumulative voting for every American bank shareholder in a national 
bank. 

That, sir, is my statement. I would only like to add one thing, if I 
might, with the Chair’s permission: With regard to the ad the other 
day I was one of the people who contributed to it. I did not see the 
copy of it until it had gone out, but with regard to its general senti- 
ments, I certainly was in support of it. 

The Cuatrman. Mr. Kilburn—— 

Mr. Kiteurn. No questions. 
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The Cuarrman. Mr. Multer 

Mr. Mutrer. Yes, sir. 

Mr. Gilbert, the banks with which you are affiliated as a stockholder, 
do they send you annual statements as to the condition of the bank ¢ 

Mr. Giteert. We get annual statements in the case of some of these 
banks after the annual report comes out. We have forced a reform 
by talking enough about it at annual meetings, and it also is described 
in my book, at banks like the First National which I can attend, but I 

cannot attend these banks out West, and I don’t get them until after. 
Most of all we don’t get these proxy statements which give us any 
information. Therefore, it is going to be twice as difficult—if we 
ass this bill, even allowing it to be. permissive, it would be twice as 
h: rd to get back because of the fact they have absolute control over 
the proxy mechanism. 

Two years ago when Chase National Bank merged into the Bank 
of Manhattan—vise versa; they made one merger out of it—we wanted 
cumulative voting maintained even if it was to become a State bank 
because it would be optional there. Mr. McCloy refused to allow it 
to go into the proxy mechanism because of the absence of a bill of 
the time you envisage which would have at least forced that issue. 
Now, of all times, is no time to remove this protection. 

Mr. Murer. There is no existing machinery for the benefit of stock- 
holders of national banks, permitting or helping a stockholder who 
is not part of the management, to solicit proxies ¢ 

Mr. Gutserr. Absolutely not, unless he happens to be a millionaire. 

Mr. Muvrer. And all solicitation of proxies by national banks so 
far as you know are paid for—all of the expenses—are paid by the 
bank ? 

Mr. Gitserr. They are paid for by the bank and the Comptroller 
of the Currency takes absolutely no interest in the question of how 
bank stockholders are protected when it comes to those things. His 
interests are only with regard to the depositors. 

Mr. Muurer. The Comptroller of the Currency has been asked by 
minority stockholders to do something about that and he has advised 
them that is not his function. 

Mr. Guteerr. That is correct, to the best of my understanding. 

Mr. Muurer. You referred to an article on this subject in the April 
issue of the Investor. Do you have that available ? 

Mr. Giteert. I have that available. 

Mr. Muurer. Mr. Chairman, | ask that it be made part of this 
record. 

The CuatrmMan. How long is the article ? 

The Cierk. Two pages. 

The Cuarman. Without objection, that will be permitted. 

(The article referred to follows:) 








[From Investor, April 1956] 
Lewis D. GrBert SPEAKING—RouNpDUpP OF NEW YorK BANK MEETINGS 


Leading New York banks, such as Chase Manhattan, First National City, 
Bankers Trust, and Chemical Corn Exchange, now send out postmeeting reports 
as a matter of good stockholder relations. They recognize both the basic right 
of owners to full disclosure and the fact that general press coverage cannot be 
as detailed or informative as a postmeeting report. 

There are still three New York banking institutions which, by neglecting to 
send out postmeeting reports, refuse to build up an informed electorate among 
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their stockholders. They are Guaranty Trust Co., Manufacturers Trust Co., and 
Empire Trust. 

This year, once again, the writer moved from the floor of the annual meetings 
that such reports be prepared. Until such time as solicitation of proxies for 
bank meetings comes under SEC regulation, the vote is of necessity a token one, 
representing only those few independents actually present at the meeting. In 
direct contrast is the voting at large corporation meetings already under SEC 
rules where independents now receive the votes of hundreds of thousands of 
shares on proposals they introduce. 

Fortunately, we are beginning to see proposals for legislation bringing banks 
under the SEC proxy rules. First to introduce such a bill is Representative 
Abraham J. Muliter, of New York, an active and vocal member of the House 
Banking Committee. We hope that Representative Multer will continue his 
efforts and that a companion bill will be introduced in the Senate. 

Let us now examine the issues covered at those banks which refused to 
impart the details of the annual meeting to their stockholders. Were there things 
they did not want the stockholders to know? 


DISSATISFIED WITH DIVIDEND 


Perhaps President Henry C. Brunie, of Empire Trust, wanted to withhold the 
fact that we registered a strong protest against the continued inequitable and 
arbitrary dividend policy of the trust company. In 1954 earnings were $12.23; 
dividends were only $3 a share. In 1955 earnings rose to $14.71 and still only 
$3 was paid out to owners. Moreover, the management made no attempt to pay 
a supplementary stock dividend. As we pointed out at the annual meeting: Is 
it any wonder that the number of stockholders of Empire Trust declined in 1955? 

The need for the right of cumulative voting at State banks (national banks 
already have it) is well demonstrated by the situation at Empire. If it existed, 
the owners who agree with the writer that larger dividends should be paid, would 
be represented in at least a minority position on the board of directors. For 
example, at Denver National Bank this year, thanks to cumulative voting, Maurice 
Brody, the investment economist, was finally elected to the board despite the 
opposition of management, thus assuring proper representation for all segments 
of stockholder opinion. An Empire director, similarly elected, would be able 
to learn the nature of the investments of Empire Resources Corp., wholly owned 
subsidiary, which has securities with a market value of $564,000. Mr. Brunie 
declined to furnish this information at the annual meeting. 

Naturally, Empire management annually opposes our proposal to allow cumu- 
lative voting and demand for the end of the stagger system of electing directors. 
It opposes them by voting all the proxies, except those in our possession, against 
the floor proposals. President Brunie claims his views on the dividend ques- 
tion have the support of the majority of the shareholders. We remind him at 
each session that as long as he refuses to send out postmeeting reports, he cannot 
properly judge the extent of dissatisfaction among owners. 


LOSS OF POSITION 


Let us move on to Guaranty Trust Co. In 1940 this bank was third among 
the leading banks of the country. Today it has slid to seventh place. We asked 
why this had occurred, and had a postmeeting report been sent out, stockholders 
all over the country would have been able to read Chairman J. Luther Cleveland’s 
answer to this vital question. The question of why the chairman’s son had been 
appointed a vice president was also raised by the writer, and, of course, there 
was a floor resolution on the subject of establishing cumulative voting and end- 
ing the stagger system. 

By not sending out a postmeeting report, the management of Manufacturers 
Trust actually does itself a great injustice, because in many ways this bank has 
been most progressive in its stockholder relationships. Its meetings are demo- 
cratic, and the chairman leans over backward to see that free speech and share- 
holder rights are upheld. 


HOTEL STOCKS UNDER FIRE 


The principal difference of opinion at Manufacturers Trust revolved around 
the question of what should be done with the Hilton Hotel stock the bank had 
acquired as a result of its interest, in former years, in the New Yorker Hotel. 
Several owners urged the bank to dispose of it while the country is enjoying 
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prosperity. (At this point only 400 shares of the preferred stock have been 
sold.) Horace D. Flanigan, bank president, presented some valid reasons why 
the board of directors hesitates to dispose of all its holdings, and we personally 
feel that a case can be made out either way. A postmeeting report would have 
aired this, and other questions, so that all owners could comment intelligently 
when returning future proxies. 

As we can see from this brief roundup of bank meetings, the issues discussed 
are important to the owners, so the shareholders are entitled to postmeeting 
reports. 

Mr. Mutter. Now, Mr. Gilbert, under this proposed bill, if it were 
enacted and became law, it would immediately wipe out the cumula- 
tive voting provision and unless the stockholders at a meeting, either 
an annual meeting or a special meeting called for that purpose, sought 
to amend the articles of association so as to permit or require, as the 
case may be, as they might desire, cumulative voting, there would be 
no way of reinstituting in any national bank, cumulative voting; is 
that right ? 

Mr. Gitpert. That is absolutely right, and that is why it is one of 
the most vicious pieces, in my opinion, of possible legislation which 
could be entertained. 

Mr. Mutrer. And with the controlling of meetings and the sending 
of notice of meetings in the majority, you could never even send out a 
notice as required by the bylaws, of intent to amend the bylaws. 

Mr. Giuzerr. That was proven in the Chase National case when 
it was merging with the Bank of Manhattan and becoming a State 
institution, and we wanted it put in, and the lawyers and the corpora- 
tion absolutely refused to insert it, and we had no opportunity to vote 
for or against such a proposal in the proxy machinery. 

Mr. Mutter. Is it not a fair statement that in the bylaws of every 
national bank is a provision, like that in the bylaws of every corpora- 
tion—stock corporation—that bylaws can be amended only after no- 
tice to the stockholders setting forth the proposed amendment ? 

Mr. Giteert. That is right and if your bill comes in and we have 
proper protection I have not the slightest objection to that require- 
ment but that is not the way it stands now. 

Mr. Murer. You are talking about the proxy bill requiring regu- 
lation of the solicitation of proxies and giving minority stockholders 
the right to solicit proxies? 

Mr. Giteert. Exactly, just as we do in listed corporations under the 
SEC and which unfortunately the proposed Fulbright bill does not 
provide for and that is why your bill is so important. 

Mr. Moutrer. That bill ne it a crime to pay for proxies, to buy 
proxies ¢ 

Mr. Gitpert. Yes. 

Mr. Muurer. You have no objection to that? 

Mr. Gixsert. I certainly have not. 

Mr. Mutter. In other words, those who want to participate honestly 
to protect their own rights at stockholders’ meetings should have the 
same right as management has to solicit proxies, as long as they are 
willing to pay the expense and not burden the bank with the expense. 

Mr. Gitzert. There is no great expense in having a resolution in the 
same piece of paper and on the same proxy card, and that has worked 
out. very, very nicely with the SEC proxy rules, on balance. 

Mr. Mutter. And certainly we ought not to try to enact a bill such 
as the one before us to eliminate cumulative voting unless at least you 
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are going to require management upon the request of minority stock- 
holders to send out a notice of a proposed meeting or a proposed amend- 
ment of the bylaws. 

Mr. Gitzert. I couldn’t agree with you more thoroughly. 

Mr. Mutter. Now, you referred quite appropriately, 1 think, even 
though the gentleman has passed on, to what happened in a New Jersey 
bank. 

Do you know of a single instance where a director was elected to a 
national bank as a result of cumulative voting where that director, 
elected by cumulative voting, was even charged with a crime? 

Mr. Giupert. Personally, I have no such knowledge. 

Mr. Murer. Now, you pointed out it is the directors who elect the 
officers of national banks. By cumulative voting, the minority stock- 
holders get no right to elect the officers or select banking personnel of 
the bank. All they do is get a right to elect a minority representative 
to the board of directors. 

Mr. Gitzert. That is absolutely right. All they get is the right to 
know what is going on and can report to us if they choose to, at the 
time of the next annual meeting, anything that they think we ought to 
know, for our protection. 

Mr. Mutter. Do you know of any instance where the Comptroller 
of the Currency, or the Federal Reserve Board, has indicated that a 
director who had been elected by cumulative voting to a national bank 
was not a fit person to serve and should be removed ¢ 

Mr. Gizpert. I have no knowledge one way or the other on that 
score. 

Mr. Mutter. Is it fair to say that if any of these directors who have 
been elected to national banks by cumulative voting had been charged 
with crime or accused of wrongdoing or removed from oflice that it 
would have been of considerable public concern and the newspapers 
and the banking periodicals and the persons would have carried the 
story. 

Mr. Gitpert. That would have certainly been my impression. 

Mr. Mutter. Now, you refer to the fact that the Comptroller of the 
Currency watches very carefully as to the directors who may consti- 
tute the directorate of the national bank. The Federal Reserve Board 
does that too; does it not ? 

Mr. Gitpert. I am quoting merely the opinion of one of the emi- 
nent bankers who was opposed to cumulative voting, Mr. Fleming of 
the Riggs Bank. It was the testimony in the Senate hearing which | 
have been quoting. 

Mr. Mutter. It is the Federal Reserve Board which has the right 
to remove directors ¢ 

Mr. Gitzert. That is my understanding and I see no reason to quar- 
rel with his opinion. 

Mr. Mutrer. In addition to that right to remove the director which 
is vested in the Federal Reserve Board, the Comptroller of the Cur- 
rency, the Federal Deposit Insurance Corporation, and the Federal 
Reserve Board through its examiners have a right to determine and 
make recommendations to national banks as to officers and directors 
as well as the improvement of their policy or their management; is 
that correct ¢ 

Mr. Giupert. That is right, but the trouble is that they have rarely 
interested themselves in the problems of the shareholders, the real 
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owners and we say we must protect at all costs property rights and 
these are property rights which are involved. 

Mr. Murer. Now, I don’t want to be misinterpreted as to my next 
question, so 1 make this preliminary statement which I am sure you 
and everyone else in the same position will agree with. The fact 
that there have been some bank officers who have been indicted for 
embezzlement or for forgery or some other wrongdoing with reference 
to their bank’s operations, or with other crimes, does not mean every 
bank officer or bank director is a criminal. You wiil agree with that, 
of course. 

Mr. Gitpert. Obviously. Too many of my friends are bankers for 
that. 

Mr. Mutrer. Do you know of any case where a bank officer or em- 
ployee was indicted for embezzlement or for theft of bank funds or 
for forgery of bank records, where that person had been recommended 
to the office or to the job by a director who had been elected by cumula- 
tive voting ¢ 

Mr. Gixeert. I know of no such case. 

Mr. Mutter. Do you know of any case of a national bank where, 
as a result of cumulative voting, a majority of the directors had been 
elected by a minority # 

Mr. Gitpert. It is absolutely impossible because you have to get 
51 percent of the stock for the majority, irrespective of whether you 
have cumulative voting or any other kind. 

Mr. Murer. The Comptroller of the Currency when he was here— 
unfortunately, I was not present to ask him any questions about his 
testimony but he gave an example of how cumulative voting—I think 
his example was: 1,000 shares are outstanding and 1 man has 10 per- 
cent of the stock. Multiplying that by the total number of directors. 
Then he says he casts his ballot for 1 director and all of the other 
stockholders voted for all of the directors as a result of which he says 
the minority director gets 900 votes 

Mr. Berts. He was quoting. It appears on page 29 of our hear- 
ings. 

‘The Cuarmman. Mr. Multer, your time has expired. 

Mr. Mutrer. When you gave me the witness there were four mem- 
bers in this committee hearing. There were three besides yourself. 
Mr. Kilburn passed and you called upon me. I will be through in a 
few minutes. 

The Cuamman. We should limit the questioning to 10 minutes, 
also. 

Mr. Mumma. When will Congress adjourn ? 

Mr. Muurer. The chairman announced yesterday a week from 
Saturday. 

The Cuarrman. We came here and we wanted a full and fair hearing 
of this whole case. The gentleman from New York said he would 
make a point of order that we couldn’t sit here when there wasn’t a 
quorum. That delayed us. Now, by this method, he is going to 
prevent the hearings of the other witnesses. The whole thing has 
been unfair. Iam not going to submit to it to the extent that these 
other witnesses are not going to be heard. 

I was no partisan of this bill. I want a full and fair hearing of it. 
But, to ask these questions as to whether or not some fellow who was 
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elected by cumulative voting committed some crime—there is no charge 
of that kind here. If we keep on with these questions, we can go or 
all day. 

Mr. Mutrer. Maybe I have misread Mr. Gidney’s testimony and 
the testimony of some of the proponents of this measure. I thought 
they needed this bill to eliminate cumulative voting because of the 
possible harm that may be done by minority stockholders. If there 
is no such charge and such charge will be withdrawn, I won’t pursue 
that line of questioning. But let’s get the record straight, Mr. Chair- 
man, as to how much delay I have caused here. 1 think this bill is so 
important that the full committee should attend upon it and I think J 
was quite right when I said there should be at least 
committee hearing this testimony. 

Now, I delayed the hearing for exactly 15 minutes when I raised 
that point of order and then you called an executive session of this 
committee presumably on another bill. At that session, without notice, 
you called up a resolution so this committee could sit and hear this 
bill with two members present. This menace as aresult of that action 
where we were having a fairly full atte di ince heretofore, this morning 
you have exactly seven members listening to this very important bill 
at this time. 

Mr. Kirpurn. May I call for the re 

Mr. Murer. The regular order 
Chairman. 

The Cnatrman. I have to say that we have to limit the time and I] 
suggest that we limit the time of interrogation to 1 
witness. 

Mr. Motrer. I objected to the limitation before, Mr. irman, 
when you announced each witness would be limited to 10 pag Rea 
and I object to this limitation. I think it is unfair with a bill of this 
importance, 

Now, I quite agree with you, Mr. Chairman, when you say we should 
have a full record made here on this bill. If you are going to limit this 
to 10 minutes testimony and 15 minutes interrogation you will not get 
the full record here. 

The Cuatrman. I ask the witness to stand aside and call the next 
witness. 

Mr. Mutrer. Now, Mr. Chairman. T have 
the witness has not answered the question. 

Mr. Betts, I think very properly inter jected some proper statement 
which T could not hear because the chairman interrupted. Now, I 
would like to have Mr. Betts make his statement and I would like to 
have my question answered. 

The Cuamman. He can answer the question. 

Mr. Berrs. I was merely looking at page 29 of our hearings on 
Monday, July 16, in which the gentleman, who was Mr. Gidney—it was 
at the hearing on Monday, Mr. Gir dney was there I think and they 
were quoting Ballentine’s law on corporations, page 504, where they 
gave an example where the minority could gain control, if there were 
1,000 shares outstanding, 10 directors to be elected. One person holds 
600 shares, he would be able to elect—he casts 600 votes for each of 10 
candidates and the 400 minority shares accumulate, and they can give 
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each of the 6, 666.6 votes in order for the minority to elect 6 of the 
directors. 

You mentioned nine-hundred-and-some votes. 

Mr. Murer. I was not referring to that example. It was another 
example in the record. 

Mr. Berrs. I am sorry. 

Mr. Mutter. But since you have referred to that, may I ask Mr. 
Gilbert, do you know of any instances of cumulative voting where that 
has happened ? 

Mr. Giteert. No, on the contrary, what happens—and I think the 
best way of answering for the information of all the gentlemen here, 
there has been a very exhaustive study of this entire matter made by 
the greatest living exponent, or interpreter of the entire question, 
before and against on cumulative voting, Prof. Charles M. Williams 
of the Harvard School of Business wrote a book for the Harvard Busi- 
ness School, Cumulative Voting for Directors, and he disposes of all 
these theoretical questions and points to the type of thinking that 
brought that about. 

The Cuamman. We will call the next witness. 

Mr. Murer. Mr. Chairman, the question the witness just answered 
was prompted by Mr. Betts’ statement. The question I asked the 
gentleman is still unanswered. I want an answer to that question. 

The Cuatrman. Answer the question. 

Mr. Kizsurn. He answered “No.” 

Mr. Mutter. Mr. Chairman, I was in the midst of putting the ques- 
tion when Mr. Betts made his statement. I want to complete my 
question and get my answer on the record. 

The Cuamrman. I want the rest of these witnesses to have an oppor- 
tunity to be heard. 

Mr. Mourer. And I do, too. 

The Cnarrman. In the interests of fair play they ought to be heard. 
We are not going to be subjected to this character of questioning, 
which will just delay hearing the other witnesses. 

Now, you have been complaining about an unfair hearing. There 
has been a fair hearing. You put a piece in the Wall Street Journal 
that there was no notice of it and that it was going to be railroaded 
through. There has been no effort to do that. More people have 
testified against the bill than have testified for it and I insist now- 

Mr. Mutter. Did you say I put something in the Wall Street 
Journal? 

The Cuarrman. I didn’t mean you. I meant there was a piece put 
in the Wall Street Journal. I don’t know who put it in. I don't 
know, but it was put there. Somebody inspired it. 

I ask the witness to stand aside and we will call the next witness. 

Mr. Mutter. I want the record to show that I have not had an 
opportunity to complete my examination of this witness and you are 
excusing him without even asking other members if they want to ask 
him any questions. 

Now, if that is not railroading, Mr. Chairman, what is? 

The Crarrman. I ask you to call the next witness. 

The Crerx. The next witness is Mr. Thomas J. Broyhill, of Arling- 
ton, Va. 

The Cuareman. You have 10 minutes, Mr. Broyhill, and then you 
may subject yourself to interrogation. 
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STATEMENT OF THOMAS J. BROYHILL, CHAIRMAN, BOARD OF 
DIRECTORS, FIRST NATIONAL BANK OF ARLINGTON, VA. 


Mr. Brornuumw. I hope, Mr. Chairman, that I won’t be here that 
long. 

Mr. Chairman and members of the committee, I am Tom J. Broyhill 
and I am chairman of the board of directors of the First National 
Bank of Arlington, Va. 

We, in the First National Bank of Arlington, are vitally concerned 
for the passage of the so-called cumulative voting bill. We have 
had over 4 years of internal strife which has resulted in long and 
expensive litigation in the United States district court in Alexandria, 
Va., that is directly attributable to the presence on our board of a 
director who has succeeded in electing himself as a member by the 
use of this system of voting. 

It has gotten to such a point that the directors are reluctant to 
express opinions on important matters where the names of people 
are used, because in several instances they have been called and severely 
criticized for actions they had taken at the board meetings where all 
matters are supposed to be confidential and for use of the directors 
and bank officials only. 

As you know, often a director acting in a strict sense of duty has 
to make decisions affecting very close friends, as well as relatives, and 
when this cannot be done without fear of the people affected getting 
a detailed report of the happenings they are reluctant to make any 
comment whatsoever, frequently to the detriment of the bank. It has 
gotten to a point that valued directors are loath to continue serving 
while this situation exists. 

I notice in the Senate hearings that this director made a long pres- 
entation in opposition to this bill, knowing full well that he had 
violated every rule of confidence and ethics as director, and for that 
reason is unfit to serve on the board of any institution dealing with 
confidential matters. 

I have no doubt that he will appear before this committee also, with 
the same arguments, but in the committee records is an opinion by the 
Hon. Albert V. Bryan, United States district judge for the eastern 
district of Virginia, that severely reprimands this director and his 
attorneys for their activities, and this opinion should be a most forceful 
argument in favor of this bill. 

The Cuarrman. Who is the witness you refer to? 

Mr. Broruimu. Mr. Fred Walker. 

The CuatrmMan. What was his relationship with your bank? 

Mr. Broyuiy. He isa director. He was elected when he attempted 
to gain control of the bank in its second year of operation, long before 
any of the bank officials or other directors knew he was soliciting 
proxies. He had 3,800 voting shares out of 10,000. However, when 
the management became aware, purely by accident, of his activities, 
he wound up voting around 1,100 or 1,200, which consists approxi- 
mately of his family holdings. 

The Cuatrman. What was his relationship to the bank ? 

Mr. Broyuim.. He was one of the original organizing group. There 
were about 9 or 10 in the group. I was one, myself. We organized 
the bank. We had an agreement that each member of the board would 
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only own 300 shares of stock. We wanted to disperse this 10,000 
shares as far and wide as we possibly could, for the good of the bank. 
We get customers that way. We get people talking about the bank 
that way. 

After we had been in business and it looked like we were only fairly 
successful in a flying start, suddenly he began to buy up through mem- 
bers of his family stock. We called his attention to it at a board 
meeting and he said that there was no law prohibiting his doing it. 
Of course, a gentleman’s agreement means nothing to some people. 

At the present time he and his family have approximately 900 shares 
of stock out of 20,000 outstanding. We have doubled our capital 
stock since that time. We have now 20,000 shares. He has a cousin 
by the name of Mabel Weisman who owns approxim itely 500 shares, 
so the family together has approximately 1,250 shares of stock. 

Now, we have a 17-man board and he can elect himself to that board 
so long as he owns or contrels that “umber of shares. Now, he p- 
resents nobody on that board except himself and his family. 

The CHamman. He always elects himself by cumulative voting? 

Mr. Broruiti. After we had this first battle—and let me tell you 
this, gentlemen, when things like this get in the newspaper, that is 
where a bank is handicapped where other corporations are not. Any 
time you have internal strife in a bank it causes a lot of talk and fi- 
nancial institutions just can’t afford it. 

The fact of the matter is that we have a law in the State of Virginia 
that prohibits any rumor of any kind and in truth there is no defense 
against it, when you attack a financial institution. Unlike the law of 
slander and libel, the truth is no defense, in Virginia, under that 
statute. I was personally in favor of filing charges against this di- 
rector, but the other directors—if you will look at the list, you will 
find there are some nationally known men on our Board of Directors— 
they said that while we might injure this director, the proceedings in 
the newspaper would certainly injure the bank and we dropped that 
phase of it. 

The CHatrrman. Was Mr. Walker out of favor with the rest of the 
board ? 

Mr. Brorutii. Yes. If I was in his shoes I would have dropped 
out of the board if I was told by the directors that certain things he 
had said were absolutely untrue and he was asked why he made state- 
ments like that. I would have had pride enough to resign and get off 
the board. 

The CHatmrman. Mr. Talle 

Mr. Tatue. I yield to Mr. Barrett. 

Mr. Barretr. Are you for or against the bill? 

Mr. Broyum.. I am for it, 100 percent, and I might say also that 
all of my directors with the exception of Mr. Walker, are whole- 
heartedly in favor of it. 

Mr. Barrett. That is all, Mr. Chairman. 

Mr. Tatie. Mr. Chairman. 

The CHarmman. Mr. Talle. 

Mr. Tate. Mr. Broyhill, if a bank fails to have the confidence of 
the public there is really no hope for successful operation, is there? 

Mr. Broyutiiy. That is true. 

Mr. Tatix. That is why, of course, loose talk, even if it is truthful. 
can be very damaging. 
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Mr. Broruiu. That is absolutely correct. 

Mr. Tate. I can certainly understand your point of view. 

This bill says nothing more than this, that if a national bank wants 
cumulative voting, it may have it, and those who don’t want it may be 
free from it. 

Mr. Broyuity. That is correct. 

The Cuairman. Any other questions? 

Mr. Mutter. I have some other questions, Mr. Chairman, but some- 
one has intimated that I take all the time. I will defer until other 
members have a chance to ask their questions. 

The CHatrman. You can ask questions within the limitation. 

Mr. Murer. What is the limitation, Mr. Chairman ? 

The Cuairman. You have 10 minutes. If you want it. 

Mr. Muurer. I will take it. 

Mr. Broyhill, the other day something was said about your prospec- 
tive attendance here in connection with this legislation. With regard 
to that statement it was stated you were the brother of Congressman 
Broyhill. 

Mr. Broyuiiy. I am a brother-in-law and first cousin. 

Mr. Mutter. The Congressman has no connection with this bill? 

Mr. Broyrnity. He is a stockholder in the bank. 

Mr. Murer. But he does not participate in management? 

Mr. Broruimy. None whatsoever. 

Mr. Murer. You said something about bad publicity in the news- 
papers which would affect the bank and its relationship with the 
poe arp I agree with you. Bad publicity will affect any bank 

‘affect any institution that de als with the public. 

in have made some very se} rious charges here in your statement 
against Mr. Walker. 

Mr. Broyui.u. I am prepared to back them up. 

Mr. Muurer. I don’t think this committee is the place to try that 
issue, if it should be tried. There are two other tribunals where it 
should be tried. One is the court—a court in your district—and 
the other would be the Federal agencies who have jurisdic ay over 
banks. They would be FDIC, Federal Reserve Board, and the Comp- 
troller of the Currency. 

Mr. Broyuiy. Would you like to hear about my experience with 
the Federal Reserve Board in this particular case 4 

Mr. Mutrer. I would like to know whether or not you presented 
the factual basis for your complaints to these agencies, and what 
action, if any, they teak, 

Mr. Broruiiy. All right, sir. 

I immediately took—when this thing started 3 years ago, I imme- 
diately went ove: ind had a conference with Mr. Wi iam pr eg 
Deputy Comptrolier of the Currency, and he called into his office 
Mr. Anderson, who was I think Chief Counsel to the Comptroller’ S 
Office. We went over ail of the matters pertining tothe case. He had 
firsthand information of the entire situation. He said that we had 
recourse to the Federal Reserve Board, to have Mr. Walker removed 
as a director. 

However, Mr. Anderson said that in a case involving a bank in the 
Midwest where a fellow was elected to the Board by the use of cumu- 
lative voting th: at had served I think 3 years in the penitentiary for 
fraud, they had removed him. The Federal Reserve Board had re- 
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moved him. But he sued in the Federal court out there and won his 
seat back. He said the law was so vague that if they removed him, 
he could go to court and get his seat back. He said if that other case 
didn’t stand up, what chance did we have with this one. 

That is the experience with removing a director. 

Mr. Mutter. Did he tell you in that other case the court directed 
that reinstatement because he had not been given a proper opportu- 
nity to defend himself? 

Mr. Broyuiu. He did not go into the details in that particular case. 

Mr. Mutter. As a result of what you were told in the Office of the 
Comptroller of the Currency you did not then go to the Federal Re- 
serve Board ? 

Mr. Broyniu. They said, “What is the use. He can go to court and 
get his seat right back.” 

Mr. Mutter. Did you consult counsel about the matter? 

Mr. Broruiu.. As a matter of fact, we paid out $16,000 to counsel 
in this very same case regarding charges he brought against the bank 
that were aired over jm the Federal court in Alexandria. 

Mr. Mutter. That was with regard to defending the suit he brought 
against the bank? 

Mr. Broyumu. That is right. 

Mr. Motrer. That suit was brought against the bank to make the 
bank officers pay back to the bank the money they had spent in solicit- 
ing proxies? 

Mr. Broyruitt. I disagree with you. That is not exactly the merits 
of the case. 

Mr. Mutter. What was that complaint ? 

Mr. Broynity. That was part of the complaint. However, the 
judge in his opinion took a dim view of the proof of that allegation. 

Mr. Mutter. Whatever the view was that the court took, the law is, 
as it exists today and as existed at the time that this law suit was 
brought, management had and has a right to solicit proxies and charge 
to the bank the cost of the solicitation. Isn’t that so? There is no 
prohibition in the law against that? 

Mr. Brornmu. There is no prohibition, I don’t think, but in this 
case we didn’t spend one penny soliciting proxies. Only to mail out 
a routine proxy with a 3-cent stamp on it. That is all we spent. Our 
attornevs solicited no proxies. 

Mr. Mutrer. Whether your attorney did or not the charge in the 
lawsuit was that the bank had spent bank funds for solicitation of 
proxies on behalf of management ? 

Mr. Broyuity. That was one of the charges; yes, sir. 

Mr. Mutter. And as to that charge, the court said there was nothing 
in the law prohibiting that being done. Unless the law was changed 
the bank officials had a right to do that. 

Mr. Broyui.. The court said it found no evidence of such being 
the case. They didn’t touch on any further part of it. | 

Mr. Mutter. There was a lot of publicity about that in your local 
newspapers ¢ 

Mr. Broyumy. Yes, sir. This thing has been a running fire for at 
least 3 years. There have been at least a dozen articles in the news- 
papers concerning this particular case. 

Mr. Mutter. There were articles in the newspapers concerning 
other things involving your bank, as well? 
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Mr. Broruitu. Nothing adversely affecting the bank as I know of. 

Mr. Mutter. There were any number of articles referring to the 
fact that you deposed your bank president at a sneaky meeting and 
reported it to the newspapers—I do not make that charge, but refer 
to the stories in the newspapers. There was a statement that you dis- 
charged your bank president, at a “sneaky meeting.” 'There was that 
kind of publicity about your bank at the time. 

Mr. Broyuiiu. I might say that was the most distasteful task I ever 
had in my life, to tell a man he wasn’t able to carry on his duties as 
president of a bank. 

Mr. Mutrer. Mr. Broyhill, don’t misunderstand me. I am not try- 
ing to review what your bank directors did or did not do, or your 
officers did or did not do and I don’t think this committee wants to 
do it. This is not the tribunal for that. But you referred to the 
phrase “unfavorable publicity” which resulted from cumulative vot- 
ing by Mr. Walker. I now indicate to you there was other unfavor- 
able publicity, whether true or not, that might affect your bank. That. 
was one case, the removal of the bank president. That was bad 
publicity. Is that correct? 

Mr. Brorumu.. Absolutely. You are right. Anything affecting 
the bank. 

Mr. Mutrer. There was one other thing in the papers about your 
bank that had nothing to do with cumulative voting, wasn’t there? 

Mr. Broyniw. I don’t recall. 

Mr. Mutter. Do you remember a divorce suit between two of your 
stockholders and they went to court and fought about who had the 
right to vote the stock? 

Mr. Broyuiti. One is Mr. Walker’s cousin, Mrs. Mabel Weisman, 
and the other is a director who he himself insisted be made a director. 
At that time they were happily married. 

Mr. Mutrer. Again I don’t want to get into the merits of whether 
or not the publicity was warranted, but surely you don’t blame a 
minority stockholder, Mr. Walker, for the fact that the divorce be- 
tween his cousin and his wife got into the newspapers or that they 
fought about who should vote the stock ? 

Mr. Broyuu. I do because I didn’t know either of the people until 
Mr. Weisman was brought in by Mr. Walker and told he would make 
an excellent director. I had never laid eyes on either of them nor 
had any other director of the bank. 

Mr. Mutrer. Mr. Weisman had a right to vote his stock; didn’t he? 

Mr. Broynwitu. I don’t know. I was called as a witness, but the 
judge excused me because I was out of town at the time of the particular 
case. 

Mr. Muurer. In all fairness to your bank, it was organized, I think, 
in 1951? 

Mr. Broyuiw. That is correct. 

Mr. Mutter. It has continued to grow and prosper since; has it not ? 

Mr. Brorui. It certainly has. 

Mr. Muurer. You are doing a good banking job in your community ? 

Mr. Broyuiiu. We think we are; yes, sir. 

Mr. Mutter. The last two sentences of your statement, as presented 
to us by the clerk, read: 

I think the history of this part of the National Bank Act will show that it was 
inserted to protect the Reconstruction Finance Corporation and the Govern- 
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ment’s interest in national banks after the bank holiday of 1933. Since this 
condition no longer exists, it would seem that the law has served its purpose 
and should now be eliminated. 

You didn’t read those sentences. Do you want them to remain in 
your statement? 

Mr. Broyrutiy. Yes; leave them in the statement. 

I might tell you this: When the Reconstruction Finance Corpora- 
tion bought stock and pulled the banks together, they had quite a bit 
of stoc kholdings i in banks all over the country. They required the 
cumulative voting system to be—where it was a national bank it was 
mandatory, but in a State bank they required it be inserted in the 
bylaws in order that they themselves might have an opportunity to 
put a director on that board to protect their interests. 

Mr. Morter. Now, let’s understand this: When RFC advanced any 
money to a bank, it "required the bank to change its charter and its 
capital setup to issue preferred stock and that preferred stock was 
issued to the RFC as a condition of the loan or whatever financial aid 
the RFC gave to the bank; is that correct? 

Mr. Broyuimy. That is correct. 

Mr. Mutter. That preferred stock, all of it, was issued to RFC. 
That gave RFC the right to go in and take over the bank and manage- 
ment of the bank by voting the preferred stock so as to elect all 
directors in the event of default or any mismanagement; is that so? 

Mr. Broyum. I think you are right. We had an ex: imple of that 
in the Old Dominion Bank in Arlington County. 

Mr. Mutter. RFC also required State banks seeking its help, where 
the law didn’t conform to the National Banking Act, to write into 
their bylaws, the right to stockholders to vote ‘cumulativ ely. Isn’t 
that so? 

Mr. Broyniii. I wouldn’t say that is so. I don’t know. 

Mr. Muurer. Did RFC own any common stocks? 

Mr. Broyuinn. That I don’t know. I don’t know what type stock 
RFC owned but I recall the attorney for the Old Dominion Bank in 
Arlington County told me they were required to put the cumulative 
voting provision in their bylaws to obtain a loan from the RFC. 

Mr. Muurer. To that extent you are absolutely right. The fact 
of the matter is, in every RFC transaction with a bank, RFC took 
all of the preferred stock. It didn’t take any of the common stock, 
and the common stock continued to be owned by the stockholders of 
the bank and the only ing ne ppwige by RFC was that if the State 
law didn’t require it, they had to write it into their bylaws so they 
would have the same—the minority stockholders would have the same 
right as guaranteed to them by the National Bank Act. 

The CHamman. The gentleman’s time has expired. 

If there are no other questions, you may stand aside, Mr. Broyhill. 

Call the next witness. 

Mr. Murer. I want the record to show that although my time has 
expired under the limitation placed by the Chair, I have not concluded 
my examination of the witness and I object to this witness being 
excused, 

The Crerk. The next witness, Mr. Chairman, is Mr. Stewart Cos- 
orilf, of “sean Colo. 

The Cuatrman. Identify yourself. 
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STATEMENT OF STEWART COSGRIFF, EXECUTIVE VICE PRESIDENT, 
DENVER NATIONAL BANK 


Mr. Coserirr. My name is Stewart Coskriff and I am vice president 
and a director of the Denver National Bank of Denver, Colo. 

Yesterday Mr. Maurice S. Brody, a director of the Denver National 
Bank, appeared before you in opposition to Senate bill 256. In 1954, 
Mr. Brody began to accumulate a substantial amount of stock in the 
Denver National Bank. From that point on he had complete access 
to the books and records, including the list of stockholders of the 
bank. 

In the fall of that year, he called upon the president of the bank and 
suggested that the dividend rate be increased. He was informed 
that the matter of dividends was periodically reviewed and deter- 
mined by the board of directors and that many factors entered into 
their determination, such as: 

1. The ratio of capital to deposits. 

2. The ratio of capital to loans. 

3. The adequacy of reserves. 

4. The effect of potential growth of the bank on capital ratios. 
5. Stability of dividends. 

6. A reasonable return to stockholders. 

Somewhat later in the fall of 1954 Mr. Brody again called upon the 
president of the bank and stated that he and his family and associates 
held sufficient stock in the bank to justify a place on its board of di- 
rectors. Mr. Kugeler, the president, assured him that his request 
would be submitted to the board of directors, which was done. 

It was their unanimous decision to deny his request, the principal 
reason being that it was felt that Mr. Brody’s interest was primarily 
of a speculative nature and that he was a relatively new stockholder, 
that his only discussions of the bank’s operations centered upon its 
earnings and dividend payments. 

Reports reached the ibdate that Mr. Brody had interested a number 
of people in the purchase of stock of the bank with the assurance that 
he would win a place on the board and would see that the dividend 
rate was increased. At the annual stockholders’ meeting in January 
of 1955, Mr. Brody appeared with proxies representing 14,598 shares, 
compared with proxies in favor of management of 172,329 shares. 
Under the cumulative voting procedure, Mr. Brody’s representation 
was sufficient to win him a place on the board, had the number of diree- 
tors remained at 22. 

However, on the unanimous decision of the board, supported by 86 
percent of the outstanding stock, the board was reduced to 11 mem- 
bers—the remaining 11 members accepted positions on a newly created 
advisory board—and Mr. Brody was not elected. 

Following this in February of 1955 and again in April of 1955 and 
again in July of 1955, Mr. Brody wrote letters to stockholders of the 
bank criticizing the dividend policy and urging more liberal payments. 
In November of 1955, he addressed another letter to the stockholders 
complimenting the bank for two dividend actions which had been 
taken and implying that this had been done through his efforts. Such 
was not the case. 
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We have been mindful of the necessity of keeping a solid capital 
structure at all times. In 1954 when our earnings were higher than 
in any previous year, although our dividend remained the same, we 
had a number of livestock loans that were troublesome and presented 
definite possibilities of loss. The livestock industry is a vital part of 
our regional economy. 

To have forced liquidation of some of these loans would have worked 
great hardships on many of our customers, but the board wished to 
provide reserves against any abnormal loss that might result from 
that class of loan. Another factor which influenced the board was 
the rapid increase in loan totals occasioned by the rapid growth of the 
area and the desire of the bank to meet the needs of the community. 

Likewise, it is contemplated that a substantial amount of money will 
be required to modernize and enlarge our banking quarters. The 
growth of the bank is reflected by the following figures: 


Loans | Deposits Capital funds 








—_—-- —_— ——— - —— —— - — 
oer ‘ pupeay $14, 613, 000 | $100, 603,000 | $4, 840, 000 
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Dec. 31, 1948__---.-- big hintetewls CHG CO ees ‘aa 18, 309, 000 92, 558, 000 5, 326, 000 
Dec. 31, 1949_...____- 5 S desk oe 24, 406, 000 102, 362, 000 | 5, 665, 000 
ek ae Sots eee eS eee | 34,618,000 | 108,814,000 | 6, 079, 000 
Dec. 31, 1951__-- Bae : sckcimdicécepedene-caicst (eee) oak Oe oe 7, 268, 000 
Dec. 31, 1952_--- sie sda ‘ ae ASE - 45,697,000 | 126, 038, 000 7, 656, 000 
Dec. 31, 1953... PEP Ts ee SEB FO aS OE | 48,371,000 | 130, 947,000 7, 943, 000 
Dec. 31, 1954__-_- pe DRIER PEE EE 54,591,000 | 142,857,000 | 8, 448, 000 
SE RG ick datinidntebidnweeotituentcAdo. + ee 3 age PES ee Shee 66, 849, 000 138, 039, 000 10, 593, 000 





It is apparent from the chart that our deposits have increased from 
$100 million in 1946 to $138 million at the end of 1955. Our capital 
funds, from $4.8 million in 1946, to $10.6 million, approximately, in 
1955. 

In 1946, capital funds represented only 4.8 percent of the deposits, 
which was admittedly very low. Whereas, in 1955, they represented 
7.6 percent of deposits. This compares with the national average of 
all insured banks at December 1955 of 7.9 percent, indicating our 
accumulation has not been excessive. 

In further recognition of their responsibility, the directors recom- 
mended and the stockholders approved the sale of additional stock 
in July of 1955, increasing the capital by $114 million of new money. 
This was the second offering of new stock within a 5-year period. In 
1951 the capital was increased by $976,600 through sale of new stock. 
The dividend rate paid in 1954 equaled 32.13 percent of earnings 
for that year, compared with a 10-year average percentage of 38.13 
percent. 

The following schedule of earnings and dividend payments indi- 
cates a consistent pattern existing long before Mr. Brody commenced 
to purchase stock in the bank and this information was, of course, 
available to him: 
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| Percent 

Earnings Dividends | dividends 

to earnings 
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I think this chart is self-explanatory. The dividend payment in 
relation to earnings, while it has varied over a period of years, has 
been within reasonable bounds and has established a pattern which 
has existed for many years. 

In Mr. Brody’s letter to stockholders in November of 1955, in addi- 
tion to the hefions: mentioned reference to the dividend policy, he 
solicited proxies for himself on the implied promise of continued 
pressure for higher dividends. 

The board of directors of the bank and the advisory board, believing 
that a continuation of public discussion and criticism of the bank’s 
policies was injurious to the institution, was disturbing to some who 
did not fully realize the responsibilities and obligations of a conserva- 
tive management, decided to elect Mr. Brody to the board, which it 
did at the stockholders’ meeting in January of 1956 when it increased 
its membership to 22 and ab: undoned the advisory board. 

The board of directors sees no reason to change its initial view and 
has no apologies to offer and reiterates its position that cumulative 
voting in this instance has been injurious to the bank and to its stock- 
holders. 

Thank you very much. 

Mr. Tair. Mr. Chairman. 

The Cuarrman. Mr. Talle. 

Mr. Tatxe. I want to compliment you on a very fine statement, sir. 
Your statement answers one question which I asked Mr. Brody on 
yesterday. After learning that he had been a director only since 
January of this year, and the fact that he was complaining that the 
stock dividends were not sufficiently generous, I inquired about the 

capital structure of the bank in relation to the deposits of the bank. 

At page 4 of your statement you have supplied the figures that I 
was interested in. 

I want to congratulate you on increasing the capital structure of 
your bank. 

The CuatrMan. Mr. Brown. 

Mr. Brown. No questions. 

The CuatrMan. Mr. Kilburn. 

Mr. Kipurn. I have no questions except to say I think it is a fine 
statement. 

The CHAtmrman. Mr. Multer. 

Mr. Mutter. Mr. Chairman, I am willing to wait until all other 
members have had an opportunity to examine him. 

The CHarRMAN. We can’t do that. 

Mr. Mutter. Then don’t accuse me later of taking all of the time 
that is allocated to the interrogation of the witnesses. 
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I have some questions for him and I will put them to him. 

The Cuatrman. Is there anyone else who has any questions? If 
not, you may stand aside. 

Mr. Mutter. May I have the witness, Mr. Chairman. 

The Cuamman. You may have the witness. I offered you the wit- 
ness and you said you wouldn’t take him, I thought. 

Mr. Mutter. I didn’t say I wouldn’t take him, Mr. Chairman. I 
wanted every other member to have an opportunity to examine him, 
first. 

The CHatrmMan. Proceed with the witness. 

Mr. Mutter. Mr. Cosgriff, do I understand that your board still 
would prefer not to have Mr. Brody on your board 

Mr. Coserirr. That calls for a conclusion. 

Mr. Mutter. What is your personal opinion ? 

Mr. Cosertrr. My personal opinion is that Mr. Brody would not 
be elected. 

Mr. Mutter. You mean if you did not have cumulative voting, the 
majority of the stockholders would keep him off the board? 

Mr. Coserirr. That is my opinion, sir. 

Mr. Mutrer. You would vote your stock against that? 

Mr. Coscrirr. I would, for the reasons set forth in my statement. 

Mr. Mutter. How long have you been with the bank, sir? 

Mr. Coserirr. Eight years, plus. 

Mr. Mutter. And how long have you been in banking? 

Mr. Coserirr. Since 1942. 

Mr. Mutter. Could you supply to this committee for its record the 
comparative figures for the same years, December 31, 1946, to Decem- 
ber 31, 1955—the same comparative figures that appear on page 3 
of your statement and again the same comparative figures that appear 
on page 4 of your statement, as to other national banks in Denver? 

Mr. Coserirr. Yes; those could be obtained. I don’t know just how 
quickly. 

Mr. Mutter. How long do you think it would take to supply those 
for the record ? 

Mr. Coscrirrr. I could telephone Denver and have them assemble 
those. I doubt that they would be available in Washington. 

Mr. Mutter. I don’t want to press you, sir, but about how long? 

Mr. Kirpurn. I think that is a fair and reasonable question. You 

can get them from the Federal Reserve Building. The committee 
clerks could get it right from Federal Reserve. 

Mr. Hotianp. Let's have it here by the 28th. 

Mr. Mutter. How long do you think it would take, Mr. Cosgriff ? 

Mr. Coserirr. I think I could get them by telephone, tomorrow. 

Mr. Mutter. With all convenience to yourself and as soon as you 

ean do it, will you supply those figures for the record ? 

Mr. Coserirr. Yes. 

Now, I want to understand: You would like the same figures I 
have given, the comparative figures, on the Denver National Bank, 
for all of the Denver banks? 

Mr. Murer. For the national banks. 

Mr. Coserirr. All natienal banks. 

Mr. Mvutrer. Only in Denver. The national banks in Denver. 
How many are there, sir? 

Mr. Coscrirr. Seven or eight, including the suburban banks. 
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Mr. Fryx. I would suggest the 6 or 7 largest, Mr. Multer. They 
are one of the larger banks. es 

Mr. Mutter. [ think it is fair to say that the Denver National 
Bank is one of the largest banks in Denver. 

Mr. Coscrurr. The second largest. 

Mr. Mutrer. And well reputed. 

Mr. Coserirr. We hope so. : 

Mr. Mutrer. We have been told it is one of the best and have 
every reason to believe it is one of the best national banks, and one 
of the best banks in Denver. I do not say that facetiously. 

Mr. Coserirr. I understand. 

Mr Mutter. If you will supply those figures for us. 

Mr. Kirsurn. Mr. Chairman, the Comptroller of the Currency can 
give it to you in an hour. 

Mr. Mutter. Is this coming out of my time, Mr Chairman? 

The CuatrMaANn It is coming out of somebody’s time. 

Mr. Wipna.t. I think that is an unfair request to be made of the 
witness when the figures are available here in Washington. 

Mr. Mutrer. Mr. Widnall, if there is anything unfair about it 
the witness would have said I have put him to an undue burden and 
I would have withdrawn the request. The gentleman says he can 
get it for us by telephone. I said “Don’t get it by telephone; get it as 
soon as you can with convenience to yourself.” 

Mr Cosgeriff, is there anything unreasonable about that ? 

Mr. Coscrirr. No. 

The CHatrmMan. We won’t have it before the record closes because 
we will close these hearings today. 

Mr. Murer. When do you intend to send these hearings to the 
printer, Mr. Chairman? You certainly won’t have them printed be- 
fore sometime next week 

The Cuatrman. If you can get it here conveniently, we will be glad 
to have it to put it in the record. 

(The information requested above is as follows:) 

THE DENVER NATIONAL BANK, 
Denver, Colo., July 22, 1956. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committee, 
House Office Building, Washington 25, D. C. 

DeaR Mr. SPENCE: Pursuant to the request made by Representative Multer, 
when I testified before your committee last Thursday, I have prepared and 
am enclosing a comparative tabulation of earnings, dividends, and percentage 
of dividends paid, also a tabulation of loans, deposits, capital funds, and per- 
centage of capital to deposits of the six Denver clexringhouse banks, including 
our own. 

I will not comment on these figures, as I believe a careful examination will 
indicate that we compare favorably with the Denver banks as a group, both in 
the payment of dividends and in the accumulations to capital funds. Our pro- 
gressive loaning policy has resulted in higher than average earnings, permitting 
a reasonable dividend payment and better-than-average accumulations to capital 
funds. This, I believe, is consistent with good operating procedure, as admittedly 
our large loan portfolio, while productive of earnings, is also susceptible to 
greater losses. 

If further information would be helpful, I will endeavor to provide you with 
it if you so indicate. 

I appreciate the courteous treatment accorded me at the hearing. 

Very truly yours, 


Stewart CosarirF, Vice President. 
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Comparative figures for the 6 clearinghouse banks, De nver, Colo., 1946-55 
DENVER NATIONAL BANK 


[000 omitted] 


Capital Capital 
Loans Deposits funds deposits, 
percent 


























Dec. 31, 1946 $100, 603 &4 240 1.8 
Dec , 1947-. 96, 825 5, 025 5.2 
Dec. 31, 1948 92, 558 5, 326 5.8 
Dee. 31, 1949 102. 362 5, 866 5.5 
Dec. 31, 1950 108, 815 6, OSD 5.6 
Dec. 31, 1951 114, 887 7, 268 6.: 
Dee. 31, 1952 126, 038 7. 657 6.1 
Dec. 31, 1953 130, 947 7, 944 6.1 
Dec. 31, 1954 142, 857 &, 449 6.9 
Dec. 31, 19 138, 040 10, 594 1.4 
FIRST NATIONAL BANK 
$24, 749 $165, 341 $6, 473 3.9 
: 181, 510 6, 668 ty 
165, 96S 7, 944 4.8 
192, 541 8, 127 5.0 
177,0 8, 442 4.8 
194, 725 8, 580 4.4 
204, 840 8,735 4.3 
209, 640 9, O65 4.5 
206, 175 10, 802 5.2 
203, 546 11, 190 5.5 
COLORADO NATIONAL BANK 
Dec. 31, 1946--- $11, 288 $102, 022 $4, 847 4.8 
Dec. 31, 1947 14, 935 102, 744 5, 223 5.1 
Dec. 31, 1948. - - 16, 827 101, 035 5, 507 5.5 
Dec, 31, 1949_.- = i 16, S28 105, 924 5, SOS 5.5 
Dec. 31, 1950-_-.- Eid ‘ 23, 064 104, 179 §, 226 6.0 
Dec. 31, 1951 -- - 27, 138 135 6, 356 5.6 
Dee. 31, 1952. - 29, 737 6, 677 5.7 
Dec. 31, 1953 - - - ite 33, 676 | 7, 050 6.1 
Dec. 31, 1954-- 38, 715 | 7, 555 6.0 
Dec. 31, 1955- 51, 949 134, 164 9, 094 | 6.8 
UNITED STATES NATIONAL BANK 
! 
Dec. 31, 1946--- - . $16, 530 $72, 612 $4, 778 6.6 
Dec. 31, 1947--- 25, 214 76, 275 5,049 6.6 
Dec. 31, 1948 25, 376 | 72, 17 5, 700 7.9 
Dec. 31, 1949-- ‘ . 26, 940 , 6, O84 7.7 
Dec. 31, 1950- - 34, 125 87, 696 6, 466 | 7.4 
Dec. 31, 1951. - 32, 795 85, 105 6, 687 7.9 
Dec. 31, 1952 34, 315 88, 810 fH, 848 7.7 
Dec. 31, 1953- - - } 35, 648 | 85, 436 7,140 8.4 
Dec. 31, 1954... - : foundation 41, 478 | 98, 477 7, 836 8.0 
Dec. 31, 1955. -- - -_ 49, 318 109, 548 9, 547 8.7 
INTERNATIONAL TRUST CO. 
Dec. 31, 1946 : $13, 047 $43, 273 $3, 8.1 
Dec. 31, 1947-.- : j 13, 151 | 46, 755 | 3, 62 7.8 
Dec. 31, 1948 14, 115 | 48, 534 3,7 7.7 
Dec. 31, 1949- .. 12, 539 49, 904 3, 7.8 
Dec. 31, 1950 16. 861 | 57, 280 | 4, | 7.1 
Dec. 31, 1951 - -- 19, 465 56, 645 | 4, 2: 7.5 
Dec. 31, 1952- .- 21, 187 55, 466 4,< 7.9 
Dec. 31, 1953 - - } 17, 262 55, 393 | 4,6 8.3 
Dec, 31, 1954 . 23, 399 61, 644 4, & 7.8 
Dec. 31, 1955- - . = 28, 316 61, 073 5, O85 &.3 
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nver, Colo., 1946-55—Con. 














Capital Capital 

Loans Deposits funds deposits, 

| percent 
Dec. 31, 1946 $8, 508 $36, 625 $1. 934 5.3 
Dee. 31, 1947__. 10, 101 37, 559 ; 5.3 
Dec. 31, 1948... 10, 933 38, 070 31: 6.1 
Dee. 31, 1949___ 11, 101 41, 633 2, 5 6.0 
Dec. 31, 1950 14, 325 $3,172 2, 76 6.4 
Dee. 31, 1951 15, 687 3, 03 6.7 
Dee. 31, 1952... 17, 810 3,171 6.5 
Dec. 31, 1953. . 18, 580 3, 308 6.7 
Dec. 31, 1954___ 20, 135 3. 5O% 6.9 
Dee, 31, 1955 23, 056 3, 827 7.3 

DENVER N ATIONAL BANK 

Divi 1d 

Earnings Dividends earnings 

I nt) 
1946__. 9352 $151, 2 $2.91 
1947 336 151.2 15.04 
1948___ 152 151. 2 33. 43 
1949___ 90 151.2 30, 82 
1950__- 565 151.2 26. 76 
452 240 3.10 
629 240 8.16 
527 240 15. 54 
745 240 . 21 
1,065 420 30.45 
10-year average 61.3 213. € 38. 13 

FIRST NATIONAL BANK 
1946_._._. $465 $180 38. 68 
1947___. 375 180 20. 84 
1948__. 526 250 47.53 
1949___ 433 250 57. 74 
1950___ 615 300 48.78 
1951___ 438 300 68, 49 
1952_. 456 300 65.79 
1953__. 630 300 47. 62 
1954___ 5 568 | 330 58. 10 
iva wares wo ‘ 808 | 420 51. 98 
10-year average_____ 531.4 | 281 52. 88 
COLORADO NATIONAL BANK 

ay TTA $672 $120 55. 99 
_ a age 4 496 120 24. 19 
1948___ a 434 150 34. 56 
1949 511 150 29. 35 
1950____- 538 180 33. 46 
1951. . 310 180 58. 06 
1952 501 180 35. 93 
1953... .- 583 210 36. 02 
| Ser era Sane 715 210 29. 37 
1955. 520 255 49. 03 
10-year average. ____ 528 175.5 33. 24 
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Comparative figures for the 6 clearinghouse banks, Denver, Colo., 1946-55 


Con. 


UNITED STATES NATIONAL BANK 
[000 omitted] 
Dividend 


Earnings | Dividends earnings 
(percent) 


1946 s : : Se zi $468 $22 4.70 
1947 : = - 365 93.5 25. 62 
1948 TREES 2 459 126.5 27. 56 
1949 i 54S 165 30. 11 
1950 588 206, 25 35. 08 
£051... : 428 206. 25 48.19 
1952 367 206. 25 56. 20 
1953 ; 498 206. 25 41.42 
T9544 916 220 24. 02 
1955 Saad . - ; cans 583 247.5 $2.45 

EES Lee ee a a 522 170 32. 57 

INTERNATIONAL TRUST CO. 

1946 , osieebie $314 $150 47.77 
1947 279 15K 53. 76 
1948 286 150 52. 45 
1949 306 150 49, 02 
1950 | 286 150 52. 45 
1951 319 150 47.02 
1952 301 150 49.83 
1953 379 150 39. 58 
1954 379 150 39. 58 
1955 : : 423 170 40.19 

10-year average _-_-- od ee eee 327 152 46.48 


AMERICAN NATIONAL BANK 





1946 $ 31.2 
1947 20. 69 
1948 60 28. 71 
1949 60 23. 72 
1950 60 19.05 
1951 bad 23. 42 
1952 100 43. 10 
1953 110 44.53 
1954 120) 29. 48 
1955 190 45.13 

10-year average - Kin lesion serie tates See ecitll 289. 7 89. 5 30. 89 


Mr. Murrer. Mr. Cosgriff, this isn’t directed against you. Please 
understand me. All I want to do is get the full facts, pro and con, 
on this record for this committee and the full Congress. H, when 
the record is developed, any of my ideas are demonstrated to be 
wrong, I will be the first to admit it and say so on the record and 
change my opinions and vote accordingly. 

Now, Mr. Cosgriff, you say in your statement that the public dis- 
cussion and criticism of the bank’s policies were injurious to the insti- 
tution. Now, I will agree that public discussion and criticism of a 
bank’s policies may very well be injurious to an institution. 

Would you mind telling us in what way the unfavorable public 
discussion, or the public discussion and criticism, has been injurious 
to your institution / 

Mr. Coserirr. Those things are rather intangible and difficult to 
evaluate but certainly with continued and repeated press articles 
pointing up the controversy—which it certainly was—the impression 
was created that there was disssention within the bank and dissention 
as to the policies of the bank and, of course, there was certainly a good 
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deal of feeling existing amongst stockholders as well as the outsiders 
that the bank was not paying what it properly should. 

I might explain that briefly by saying that all of us like large divi- 
dends. All stockholders do. If a stockholder feels he is not getting 
all that he should, he naturally wants to know why. It is a pretty 
difficult thing to give somebody full earnings and also to maintain 
proper capital ratios and reserves and build wp what at least seemed 
to us to be a very desirable and necessary accumulation of capital 
funds. 

Mr. Mutter. Now, Mr. Cosgriff, isn’t it a fact that both in bank 
stocks and in every other type of stock, you get this conflict of interest. 
The investor who is living on the income of his stocks and bonds, or 
both, wants the highest return he can get because that is the income 
upon which he is living. While the man who is a stockholder and 
also an officer and drawing a salary and bonuses, looks primarily to 
his salary and bonuses for his living and is willing to take less 
of a return on his stocks by way of dividends, as long as he is getting 
sufficient income out of his actual daily earnings. Don’t we always 
have that conflict ? 

Mr. Coserirr. There would be that. Of course, there would be 
situations where the salary would be secondary and I know of many 
such instances. It is not true in my case, however. 

Mr. Mutter. Wouldn’t you say the preponderance is the other way, 
where the man is an officer, or manager of a large institution, a bank 
or private corporation, usually he looks forward to salaries, bonuses, 
and compensation and investment income would be secondary? At 
the same time, if he is going to get higher dividends it may put him 
in a higher income-tax bracket so it is to his interest to keep his earn- 
ings on his investments down, particularly his stock dividends and let 
such earnings accumulate so eventually he can take capital gains. 
Isn’t that so ? 

Mr. Coserirr. To a degree, it could be. I mean if you carried it 
to one extreme. You could go without paying any dividends. Some- 
place in between is a happy medium. 

Mr. Mutrer. We always have this conflict between a stockholder 
of an institution who is not a part of management and is not an 
officer, worrying about or thinking about, maybe the managing di- 
rectors and officers are increasing their salaries and bonuses at the 
expense of the dividends. And it is, therefore, necessary that man- 
agement always keep the stockholders fully advised so they don’t have 
those feelings and so that there will be harmony between stockholders 
and management. Is that not so? 

Mr. Coscrirr. That isa desirable objective, certainly. 

Mr. Mutter. Now, instead of having public discussions in the press 
and by word of mouth between minority stockholders who don’t get 
the information because they have no representation on the board, is 
it not better that they have a representative on the board of directors 
who can sit quietly and peacefully in the office of the bank or corpora- 
tion and discuss these matters behind closed doors and then let him 
go back to his people and say directly, “These men are doing a good 
job for you, they are not taking advantage of you and are not taking 
undue salaries and bonuses at your expense. They are only giving 
you what they safely can and still maintain the capital structure of 
the bank.” 

Isn’t that the better way of doing it? 

82525—56——_8 
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Mr. Coscrirr. My belief, Mr. Multer, is that this information was all 
available to Mr. Brody before he was on the Board of Directors. I 
am sure we disclosed everything to him that he was interested in or 
asked for. 

Mr. Murer. But he wasn’t satisfied with the explanations? 

Mr. Coscrirr. I don’t believe that is the case. At least as far as I 
know he has never indicated that he was not satisfied. 

Mr. Mvuurer. Since he has joined the board, he has given you no 
trouble, has he? 

Mr. Coscrirr. That is correct, he has not. 

Mr. Murer. He has maintained all the confidences that a director 
should maintain ? 

Mr. Coscrirr. So far as I know, he has. 

Mr. Moturer. He has deported himself correctly and properly. 

Mr. Coscrirr. Yes. And I should add, which I think is perfectly 
clear, that I have no—and no one has any—objection to Mr. Brody as 
an individual. 

Mr. Muvrer. The criticism is merely that he should not be a member 
of the board. 

Mr. Cosertrr. For the reasons I have put before you. 

Mr. Muurer. Now, let me ask you, frankly: If you were a stock- 
holder in a corporation that I was running and I reported to you as 
the stockholder that in this year we have earned more money than 
last year—net earnings—but we are going to give you less dividends, 
wouldn’t you want to ask some questions about it? 

Mr. Coscrrvr. That is not analogous. We have not given less 
dividends, Mr. Multer. 

Mr. Mutrer. Now, let’s see: In 1946, earnings were $352,000 and you 
paid out in dividends 42.91 percent. 

Mr. Coscrirr. Are you speaking of dollars or percentages ? 

Mr. Muurer. $151,200. In 1947 you earned slightly less, did you 
not ¢ 

Mr. Coserirr. That is correct. 

Mr. Mutrer. You paid out the exact same dividend in dollars, which 
percentagewise was a little higher than the year before. 

Don’t you think I, as a stockholder, not on the board and not know- 
ing what happened would want to know why, when we earned less, 
you paid more? Don’t you think that would be a fair question ? 

Mr. Coscrirr. Yes, and it would have been answered. 

Mr. Muurer. All right. Now, we go to the next year and we find 
that as against $335,000, net earnings were increased to $425,000, and 
again you pay out only the same dividend in dollars as the year before, 
but percentagewise, it is 12 percent less. 

Does that not again raise a doubt in my mind as a stockholder and 
cause me to come and ask you why ? 

Mr. Coscrirr. Then the answer would have been that our loans were 
increasing substantially and we needed greater capital to support it. 

The CuarrmMan. Your 10 minutes have expired. 

Mr. Mutrer. Again, Mr. Chairman, I want to state on the record 
that I have not had an opportunity to complete my examination of the 
witness and object to this procedure. 

The Cuarrman. We will hear the rest of the witnesses. 

Mr. Coserirr. I appreciate the opportunity of appearing. 
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Mr. Hotianp. Mr. Chairman, I would like to ask a question: 

Is Senator Robertson a stockholder in your bank ¢ 

Mr. Coserirr. No. When I say “No,” I say “I have never heard 
of it.” 

Mr. Hotianp. Yesterday we listened to a man from Lincoln, Nebr., 
who stated he was interested in this bill for one reason, that it would 
hurt a director in his bank. 

You are interested in this bil] becavse you have a director in your 
bank that you would like to remove, but can’t remove unless this law 
is changed. 

Don’t you think this is asking the Congress to wash the dirty linens 
of some banks in the United States ? 

Mr. Cosertrr. I don’t agree with you. We don’t have cumulative 
voting in other corporations. Why necessarily should we have it in 
national banks? 

Mr. Hotianp. It was put there for a reason in 1933. 

Mr. Coserirr. I think I understand what the reason was. 

Mr. Hotuanp. We were in trouble with banks. 

Mr. Coserirr. I thought it was put there for an entirely different 
reason of protection. It was put there to permit someone to get on 
the board, and not a small stockholder. 

Mr. Hotuann. Well, there are quite a few reasons. Every time you 
talk with a banker you get a different reason as to why we have this 
or don’t have it. Iam not a banker. I have to work for a living. 

I just wanted to ask that question. 

The CuHarrMan. Call the next witness, Mr. Clerk. 

The Crerk. Mr. Chairman, the next witness is Mr. Morton M. Adler, 
Rye, N. Y. 


STATEMENT OF MORTON M. ADLER, RYE, N. Y. 


Mr. Apter. My name is Morton M. Adler. I have been a retired 
businessman since 1944 and for the last 12 years I have been devoting 
my entire time, 7 days a week, to the study of investments and every- 
thing appertaining to it. It is not only my vocation, but my avoca- 
t10n. 

My family and I have stocks in more than 120 different companies, 
including 4 banks. We hold stock in the First National City Bank 
in New York, 1,935 shares; Republic National Bank, of Dallas, Tex., 
600 shares; and 2 State banks, The Manufacturers Trust Company of 
New York, 1,182 shares, and the Bankers Trust Company of New 
York, 500 shares. 

I am here as an investor, pure and simple. I have no ax to grind. 
I have never tried to become a director of a bank. I have never asked 
to become a director of a bank, I have never tried to become a director 
of any other company. 

My relations with the managements of all banks of which I am a 
stockholder are fine. I know them personally, I like them, and I 
think that by and large the managements of banks are no better and 
no worse than the managements of our other corporations which by 
and large are pretty good. 

I am here, as I said before, as an investor, to try to give you what 
I think is the proper perspective about this bill. I think that the 
time of this committee has been taken up, as Mr. Holland just sug- 
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gested, with petty bickering of small banks and their stockholders, 
and I don’t think it is the function of this committee to pass legisla- 
tion based upon that kind of testimony. 

I would like to read something which I think is appropriate which 
appeared in the New York Times on Monday, written by James 
Reston. 

In his first campaign for the presidency, Mr. Roosevelt made a speech at 
Forbes Field in Pittsburgh promising to cut Government expenditures by 25 
percent. Expenditures, of course, soared and at the beginning of the 1936 cam- 
paign President Roosevelt, annoyed by Republican charges of broken promises, 
called in Sam Rosenman, his speech writer. He told Mr. Rosenman he was going 
back to Pittsburgh to make his first major speech of the campaign in the same 
ball park. 

“See if you can prepare a draft giving a good and convincing explanation of 
that promise,” President Roosevelt said. 

Mr. Rosenman went away and read the 1932 speech and came back to the 
President. 

“Mr. President,” he said, “the only thing you can say about that 1932 speech 
is to deny categorically that you ever made it.” 

Now, I think the point is very appropriate here. There was a rea- 
son why cumulative voting was put into the bank law. There was a 
reason why cumulative voting was insisted upon by the Securities and 
Ixchange Commission which gave them the authority under the secu- 
rities acts which were passed in 1933, at the same time the bank law 
was passed. 

Now, the reason that this was put in was because the holding com- 
panies had usurped the power of the individual investor by pyramid- 
ing company after company so that a small group of men were able 
to control this vast system of holding companies, whether it was pub- 
lic-utility companies or banks, with very little stock ownership. 

Now, the Wagner Act was passed at the same time to protect labor, 
and if this committee or the Labor Committee were holding hearings 
to take away a fraction of the rights of labor that was given them 
under the Wagner Act, you couldn’t hold hearings in 1 week, you 
couldn’t hold them in 1 month, because the halls would be filled with 
the representatives of labor. 

The investor is not organized. There may be 6, 7, or 8 million of 
them in this country, but there is no organization. 

Now, I think that is perfectly proper at this time to try to give you 
a picture of how corporate affairs are managed and how they came to 
be managed in the way they are. 

Originally, all business started, first started, by one man, or a small 
group of men. It was a private business. As the business grew they 
needed additional funds. In order to get these funds, whether it was 
a bank or whether it was a corporation of any kind, they went to their 
friends and their neighbors, and as the business grew larger, they had 
to go and get outside funds and these funds were gotten through the 
services of an investment banker. 

Now, what did the investment banker do? He sold the stock for 
these people, but the first thing he wanted to do was to insure that 
the control of the business was going to remain where it had been, in 
the hands of the people who owned that business originally. 

How did he do this? He distributed the stock to as many people 
as possible, but not only that, more important, he distributed that stock 
geographically over the whole country as widely as possible, so that 
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it was most difficult for stockholders who were not in accord with the 
policies of their bank, or their company, to get together and make their 
protest known, or effective. 

Now, I think that the opponents of this bill and the proponents 
of this bill in their hearts and souls, have the same objective, and that 
is the protection of the stockholder and the policyholder. 

We hear a great deal of talk about the rights of the majority. I 
will try to show you that unless you have cumulative voting, the rights 
of the majority do not prevail. 

Why? Because, when the stock is sold to the stockholders around 
the country you have in this business dynamic personalities in the 
management of the business. The management of the business. The 
management has to elect a board of directors. In order to assure 
control of the company, who does he elect as the board of directors? 
He elects the employees of the company, whom he can discharge at 
will. Or he elects his insurance man, or he elects someone who is obli- 
gated to him, or who will think the way he thinks. 

Now, the duties of a board of directors are threefold. 

1. They must select the executive to run the business. They must 
have complete confidence in him, and he appoints his staff. The board 
of directors function is not to interfere in the day-to-day operations 
of a business whether it be a bank board, or any other board. 

2. To act as a board of review and to see what has been done, to see 
what is being done and to approve or disapprove of the plans for 
what is to be done. 

Now, as times goes on, the dynamic personality who is running 
this business passes away. His stock either goes to his heirs who 
may or may not be capable, or it is sold to other stockholders among 
the public for taxes or other reasons. But the board of directors 
stays there and they are the employees of the company. 

Now, we are having this not only in banks, but in all kinds of 
corporations. We have professional management. Instead of the 
stockholders electing the directors who appoint the management we 
have the reverse, whether it is banks or any other kind of corporation, 
growing more and more, and that is, the management who originally 
were the employees, select the directors and the stockholders have 
nothing to say about it. AJ] they can do is send in their proxies. 
Now, proxies are fine and I think we should have them in unlisted 
companies as well as listed companies. But it isn’t the same as in 
political voting where each man has to go to the polls and has 1 vote 
because in a proxy you don’t have to go to the polls and one man may 
have 1,000 votes and another 10. 

Cumulative voting is the only 

The Cuatrman. The witness has consumed 10 minutes. 

Mr. Apter. May I just say one more thing 

Mr. Mumma. Mr. Chairman, give him one more minute to taper off. 

The CuHarrman. All right. 

Mr. Apter. I would just like to make one more point: The evidence 
that has been brought before this committee, as I said before, has 
been rather personal. I don’t think that you would advocate, or that 
anyone would advocate that we should do away with fire insurance 
because some people commit arson and burn down a house. And, to 
me, cumulative voting is insurance. It is very seldom used. Very 
seldom used. It is the exception. But it is the knowledge that it 
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can be used that keeps bank directors and other directorates going the 
right way. 

Thank you. 

The Cuarrman. Mr. Talle, have you a question? 

Mr. Tauix. No, thank you, Mr. Chairman. 

The Cuarrman. Mr. Kilburn. 

Mr. Kiteurn. No questions. 

The Cuarmman. Mr. Multer. 

Mr. Moutrer. I have no questions, but I will let the witness take any 
additional time I have to make any additional statement he wishes 
to make. 

Mr. Apter. I have covered everything I want to say, thank you. 

The Cuatrman. You have the privilege of extending your remarks 
and amplifying in any way you please. 

Mr. Hotianp. I think you have given a good picture from the 
standpoint of a man who is furnishing the money to these banks to 
make the banks work. I want to compliment you on your statement. 
I think it was very wise indeed. 

Mr. Apter. I don’t think enough attention has been given to the 
investor. I think the attention has been given to harmony in manage- 
ment and I don’t think that is necessarily the most important thing. 

Mr. Wwnatt. I believe the witness has made a definite contribution 
and a very reasoned statement. 

I would like to ask you this, however: People do not always buy 
shares purely for investment. Don’t they sometimes buy purely for 
the sake of making trouble? 

Mr. Apter. I think that is the prime reason for buying bank stocks. 

Mr. Wipnatt. I say, don’t they sometimes buy shares not just for 
investment, but for the sake of making trouble? 

Mr. Apter. Certainly they do. And a man burns his house down, 
too, but you don’t prohibit the selling of fire insurance because one 
man burns his house down. 

Mr. Wiwnauz. And likewise, you don’t try to curb the efforts of 
those, that great bulk of people, who are doing an excellent job, 
because there are a few people the other way. 

Mr. Apter. Well, as I said, you have to see this in perspective. Are 
you going to penalize the hundreds of thousands of stoc ‘kholders of a 
company because there are a handful of men who make trouble? I 
mean nothing is perfect. 

Mr. Horiann. Not even the Congress. 

Mr. Wipnatx. That is all. 

The Cuarrman. You may stand aside. 

Call the next witness. 

Mr. Murer. Mr. Fountain wants recognition, Mr. Chairman. 

The Cuamman. Mr. Fountain. 

Mr. Founrarn. I would like to preface a couple questions which I 
have with a statement. All the people who have contacted me seem 
to favor this legislation and I am one of those who has great faith 
in the right of the majority to rule. My inclinations have been to 
support this bill. But I am frank to say that the testimony which 
I have heard and a more thorough study of this legislation than I 
had previously had time to give it, raises questions in my mind as to 
wisdom of this legislation. My mind isopen. I would like to get the 











CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 115 


benefit of the thinking of many more people in America who will be 
affected by this legislation. 

One of the questions I would like to ask is this: One gentleman made 
a statement yesterday that the repeal of cumulative voting provisions 
will probably result in the liquidation of hundreds of independent 
bank directors throughout the country who are directors now, by 
virtue of the power of cumulative voting. 

What comment do you have to make on that statement ? 

Would you agree or disagree ? 

Mr. Apter. I would say this: If this law is repealed, in most banks 
it would be impossible to even bring it up, as Mr. Gilbert said before, 
because you don’t even get it on the proxy. 

I don’t believe that—exe ept in the large banks; I believe banks like 
the First National City Bank probably would put cumulative voting 
in, because that is a very progressive bank. I don’t think cumulative 
voting has ever been used there. I don’t think it is used in many 
banks. 

I would suggest as a constructive measure that perhaps the same 
limitation be put into this bill, if there is to be a bill passed, as the 
Fulbright bill has for other corporations, the limitation of size, 
where you have 500 stockholders and $5 million worth of assets. Per- 
haps some limitation like that. 

I can appreciate the difficulties of a small-town banker—and I 
understand that this bill is backed mainly by the small banks. I can 
understand the problems and the difficulties that the small-town 
banker has, where everything gets around, inside and outside of the 
bank. And perhaps if a size limitation was put on, together with the 
proper protection of mandatory proxy solicitation, such as the Ful- 
bright bill would have, I think that might be a good way to solve the 
pr oblem. 

Mr. Fountain. What sort of impact do you think repeal of this 
cumulative voting procedure would have on the present investing 
public, including those who are minority stockholders in national 
banks? 

Mr. Apter. I don’t think that the average investor, whether he is a 
stockholder in a national bank or any other corporation, reads very 
much of the material that is furnished to him, in the way of proxies 
and the annual report. 

I think that gradually they are waking up to the fact that it is 
important to them. I mean I think the investor movement and the 
movement of the New York Stock Exe hange to get more and more 
shareholders, and if capitalism is to survive as we know it, we cer- 
tainly want to get more and more people inte collie in owning stock. 

I think it would certainly be an influence that would be detrimen 
tal. It might be hard to trace but it would be there. 

Mr. Fountain. I want to compliment the gentleman on his state 
ment. I think it has been very helpful. 

The CHarrman, If there are no further questions, we are glad to 
have your views. 

Mr. Apter. Thank you. 

The CHarrMANn. Call the next witness. 

The Crerk. Mr. Seaborn Flournoy, of Portsmouth, Va. 











116 CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 


STATEMENT OF SEABORN J. FLOURNOY, PORTSMOUTH, VA. 


Mr. Frournoy. My name is Seaborn J. Flournoy, of Portsmouth, 
Va., a businessman and industrialist. I appear in opposition to the 
proposed legislation to end mandatory cumulative voting for na- 
tional-bank directors. 

The time to which I am limited will not permit me to make a com- 
plete oral presentation of my case. It deals entirely with facts about 
the only national bank in my city. Conjecture and opinion can be 
made the basis for either side of any proposed legislation and are 
worth about as much as conjecture and opinion. Where facts are 
available, I always use them. 

My facts are taken from a complete analysis of the year-end legal 
statements of the American National Bank, Portsmouth, Va., and the 
statements of four other banks in Portsmouth and Norfolk (which 
have a combined clearinghouse) for the 10-year period from De- 
cember 31, 1945, to December 31, 1955. 

In presenting facts about one particular bank you gentlemen might 
assume that this is purely a local or personal matter. This is not the 
case, as there are many small national banks scattered around the 
country where no one has dared to lift his voice against “entrenched 
management.” 

Idosodare. The facts are these: First, in the 10-year period from 
December 31, 1945, to December 31, 1955, the American National Bank 
showed a decline in resources of 9.42 percent while all the other banks 
in the area, with 1 exception, made tremendous gains. 

Here is a chart. Here are the other banks. There is the bank 
across the street from me that has increased 28.93 percent. 

Mr. Mutrer. What is the bank across the street ? 

Mr. Frournoy. The Merchants & Farmers Bank. The other bank 
of the same size in Nerfolk has gained 47.54 percent. This bank over 
here which has gained only 6.87 percent happens to be a small State 
bank in the same city where the president of this bank [indicating] 
is also a director of that bank. 

Mr. Murer. What is the name of that bank? 

Mr. Firournoy. The Citizens Trust Co. 

Second, the American National Bank earned far less in dollars and 
in percentage on total capital funds than the other banks in the same 
group in 1955. Impossible as it may seem it actually earned less in 
1955 than in 1946—see graphs B and C. 

As you will see from this chart, this bank goes down. This bank 
across the street goes up 30 pe reent. 

The Cuarrman. What is your connection with the bank ? 

Mr. FrourNoy. na am a stockholder and I propose to be a director 
if this legislation does not go through, in order to get management 
into a bank which has had none for 20 years. 

The ot her bank has grown nearly 100 percent. 

All of the other banks showed tremendous gains in earnings between 
1946 and 1955. 

Third, the president of the American National Bank, a $25,600,000 
bank, who is sitting in the hearing room, incidentally, faitins and 
gentlemen, was paid a bent larger salary than was paid to the 
presidents of 3 of the local banks—all 3 of these banks having earned 
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far more for their stockholders—and the same salary as the president 
of a local $70 million bank, whose earnings were more than 414 times 
those of the American National—see graph D. 

This chart has been shown to the directors of the bank. We lead all 
the rest. We are Abou Ben Adhem by a considerable degree; $229 
salary to the president for every $1,000 earned by the bank after taxes. 

Moreover, the president’s sister, the widow of a man of considerable 
means, serves as vice we of the bank at a salary of $10,000 per 
year. What her duties are, I do not know, but many of the bank’s 
customers and stockholders agree that dispensing with the services 
would have no adverse effect upon the earnings of the bank; to the 
contrary. 

Fourth, the directors of the other banks in the area with resources 
from $167 milion down to $21,460,000 are paid an attendance fee of $25 
for attending one meeting a month. The directors of the American 
National Bank (including salaried officers) were paid a salary of $100 
a month in 1955 as directors. In 1956 they received an attendance fee 
of $50 per meeting and meet every other week. For 17 directors, 
mich the bank now has, this could result in an annual expense of 
$22,100 for directors’ fees. 

For a bank that showed earnings of just over $109,000 1955 and 
whose average earnings ~ the 10 years ending December 31, 1955, 
were $99,585, the annual salaries of $35,000 to brother and sister and 
directors’ fees of over $22,000 appear to be quite excessive, to put it 
mildly. Incidentally, brother and sister own 2,318 shares of the 
bank’s stock, or 4.636 percent. The directors own 8,328 shares, or 
16.656 percent. 

Is it any wonder that the president of this bank has been in Wash 
ington most of the time for the past week lobbying for this legislation 
to maintain his cozy little status quo? 

Now to get to the main issue: I called on the president of this 
bank and was welcomed as a stockholder and invited to m: ak e any sug 
gestions that might occur to me at any time. This I immediately pro- 
ceeded to do. In the exhibit prepared for you there is 4 copy of my 
suggestions. 

The president seemed stunned and made no answer either positiv 


or negative as to any action on my recommendations. Subsequently, 
we talked about these matters on two other occasions. The president 
still remained mute and refused to commit himself to any course of 


action. 

I then wrote him a letter, a copy of which vou have, outlining my 
recommendations to help correct the far below average results being 
obtained by the so-called management. He did not answer this lette 
although your file contains an acknowledgment from him. 

1 might add thi at it neither makes sense nor is it grammatical. 

I then wrote him a stronger letter, a copy of oy h you have. No 
reply at all to this. 

I then called personally on eight of the bank’s directors with whom 
T am acquainted and made the same recommendations to them. Every 
director except one agreed that all or most of my suggestions should 
be acted upon affirmatively; the one director said he agreed with some 
of my suggestions. But not 1 of these 8 directors would agree to make 
any recommendation toa board meeting in which the president did not 
concur. In other words, to use a vulgar expression, “no guts.” 
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On May 12, 1956, I wrote a letter to each active director askin 
for an answer to my suggestion. Three of them verbally ivan | 
to answer this letter in detail. To this date, more than 60 days, no 
replies have been received. 

Since then I have called personally the 66 stockholders; 45 of these 
have given me their proxies, 4 have assured me that their stock will 
not be voted, 17 asked for more time to think it over. 

Gentlemen, would you call me a troublemaker? Would you say 
that I am pursuing a selfish motive? If you would, you are wrong. 
I am a businessman, a graduate of the University of Virginia, where 
over the gateway as you enter is an inscription which says, “Enter by 
this gateway and seek the way of honor, the path of truth, and the 
will to work for men.” I believed this then and I do now. I am 
trying to protect stockholders who have been kept relatively unin- 
formed by management which publishes no annual report to stock- 
holders such as these examples [indicating] and who have been lulled 
into a sense of false security by dividends which have in recent years 
consistently exceeded 50 percent of net earnings. 

It is not my idea to increase dividends because the bank does not 
have present capital at the present time. 


WHAT CAN CUMULATIVE VOTING ACCOMPLISH ? 


Let’s transfer the scene to the political arena. In 1952 President 
Eisenhower got an overwhelming vote of confidence. He is, I be- 
lieve, a Republican. Did that majority vote remove all Democrats 
from the Congress? No. The minority party received proportion- 
ate representation in Congress. 

In 1954 the Democrats captured the majority of the seats in Con- 
gress. Were all of the Republicans banished to private life? The 
presence of some of you gentlemen here today is the answer. 

In America today, yesterday, and I hope throughout all future 
time, we have recognized the rights of minorities—be they racial, 
religious, political parties, or stockholders who dare disagree with 
management. 

Would you gentlemen care to recommend a bill that will put an 
end tothis? Is it true that “What’s good for General Motors is good 
for the country”? 

I thank you for the opportunity of appearing before your commit- 
tee and hope that you will realize that the condition of the bank in 
which I am interested could be typical of many small national banks 
scattered over the country. 

The CuarrmMan. Mr. Talle, have you any questions? 

Mr. Tatir. No questions, Mr. Chairman. 

The Cuarrman. Mr. Brown. 

Mr. Brown. No questions. 

The Cuatrman. Mr. Kilburn. 

Mr. Kitpurn. No questions. 

The Cuarrman. Mr. Multer. 

Mr. Mcurer. I have no questions, but I want to be sure that the 
exhibits and graphs this gentleman referred to as part of his state- 
ment will be made part of the record. 

The CuarrmMan. You don’t have to say that. They will be so made. 

(The documents referred to follow :) 
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Marcu 24, 1956. 
Mr. FrRaNK D. LAWRENCE, 
President, American National Bank, 
Portsmouth, Va. 


DEAR Mr. LAWRENCE: Pursuant to our conversation on the subject of the 
operations and policies of the American National Bank, and in response to your 
invitation to feel free to make criticisms or suggestions that I think might be 
helpful to the bank, the community, and the stockholders, I am listing for the 
consideration of the officers and the board of directors the following suggestions: 

First, that younger men be employed and trained to replace the present senior 
officers in the event of their death or retirement; and that this be a continuing 
program, 

Second, that the bank adopt a more liberal lending policy so that loans, 
earnings, and good will may be increased. 

Third, that immediate steps be taken to set up a portfolio of tax-exempt bonds, 
starting with staggered near-term maturities (1 to 5 vears). 

Fourth, that excess cash reserves be employed immediately in the purchase 
of United States Treasury obligations on a repurchase basis. One million dollars 
over the weekend is now worth over $200. 
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Fifth, that you plan to publish in pamphlet form an annual report to the stock- 
holders, making a full disclosure of operations, similar to those published by 
National Bank of Commerce and Southern Bank of Norfolk, as an example. 

Sixth, that the property in the rear of the bank be purchased along with any 
other adjacent property to permit expansion of the bank’s premises and to 
provide parking space for customers. 

Seventh, that a committee of the officers and the board of directors begin a 
study of a profit-sharing plan for all employees with the thought that the bank 
would eventually have a pension plan to supplement the social security benefits 
of retired employees. 

Kighth, that the board adopt a fixed policy favoring branch banking and that 
long-range plans be made to provide suitable locations, with adequate parking 
space, for the future needs of the bank. 

Ninth, that the bank and its top officers make plans to assume leadership in all 
civic, charitable, and other enterprises for the good of the community so that 
the bank may be looked up to as a dynamic leader in Portsmouth, just as the 
National Bank of Commerce is in Norfolk. 

Tenth, that the officers and board take early steps to greatly expand the 
installment loan activity of the bank, since for many years this type of loan 
has been proven to be one of the more liquid and most profitable uses to which 
a bank can apportion a reasonably large percentage of its available funds 

Eleventh, that the officers and the board read up on the comparative growth 
in size (and earnings) of Montgomery Ward and Sears, Roebuck & Co. from 1945 
to date; and further that the officers and the board make an analysis covering 
the same period of the American National Bank and the Merchants and Farmers 
Banks (which is also in Portsmouth) and the Southern Bank of Norfolk, which 
is now the nearest in size to our bank of any local bank. 

I would appreciate your answering this letter in detail in the near further 
advising me as to which suggestions will be carried out and which will not. If 
there are any that will not be done I would appreciate your giving me the 
principal reasons for finding them without merit, so that I may have an oppor 
tunity to discuss them with you verbally at a later date. 

Sincerely yours, 
SEABORN J. FLOURNOY. 





AMERICAN NATIONAL BANK OF PORTSMOUTH, 
Portsmouth, Va., April 6, 1956. 
Mr. SEABORN J. FLOURNOY, 
Bruce-Flournoy Motor Corp., 
Norfolk, Va. 

DEAR SEABORN: As I told you I would, I presented your letter of March 24 to 
the board of directors at the regular meeting today. Please be assured that your 
letter was received by the board, as I did, with appreciation; and while it was 
the consensus of all of us that the items referred to by you have received 
consideration. 

It was suggested by the board that I invite you at your convenience to have 
a conference with me, when we can discuss at length the items referred to in 
your letter. Since there is no emergency, may I suggest that the time of our 
conference be delayed until we can complete the remodeling that we are now 
undergoing, which should be completed by May 1. I will notify you and be glad 
to not hurriedly discuss with you everything that you have suggested. 

And, in the meantime, let me again urge you to announce yourself for the 
city council, and I hereby pledge you all the support I can. 

With best wishes and kindest personal regards, I am, 

Yours very truly, 
FE. D. LAWRENCE, President. 


APRIL 10, 1956. 
Mr. FRANK D. LAWRENCE, 
President, American National Bank, 
Portsmouth, Va. 
DEAR FRANK: This will acknowledge your letter of April 6. The first para- 
graph is not very clear. Would you be good enough to read it again yourself and 
then clarify it for me? 
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I appreciate your invitation to discuss at length the suggestions contained in 
my letter of March 24. I see no point in this as we have already discussed these 
mutters several times. Not having been able to get any definite answers in our 
discussions, I put my suggestions in writing and asked that they be auswered 
in the same way so that the record might have a definite foundation. 

You say that “there is no emergency” and suggest delay. I would like to suggest 
that, in my opinion, there is a crying emergency for action in putting into effect 
suggestions Nos. 1, 2, 3, 4, 7, 10, and 11 in my letter of March 24. As to Nos. 1, 
2, and 3, there is no time like the present. 

If it was your intention to regard your letter of the 6th as a reply to my letter 
of March 24, you have made a reply; but I would like to politely call your atten- 
tion to the fact that your letter is not an answer. If you will please read again 
the last paragraph and in the first line substitute the words “insist upon” for 
the words “would appreciate,’ its meaning may be clearer to you. 

I appreciate your interest in, and offer of support for, my being a candidate 
for the city council. I shall not be a candidate for the following reason: In 
recent months I have been seeking some way in which I might render the great- 
est service to the people of Portsmouth, in a field in which I am interested and 
have some meager abilities. After careful study and analysis, and after discreet 
inquiries of many Portsmouth businessmen, I have decided that the revitalization 
of the American National Bank is the most worthwhile civic project that I might 
undertake. 

This I intend to carry out if it is humanly possible to do so—I would prefer 
to inspire you and the board of directors to roll up your sleeves, sweep the cob- 
webs of 1932-33 from your brains, and have the stockholders thank you and the 
directors for a job well done. In other words, I would like to help you do a much 
needed job. But if I cannot get your cooperation and support I hope to get the 
project carried out in spite of your inertia. 

In order for an alcoholic to cure himself he must recognize: First, that he is 
an alcoholic; second, that he wants to be cured of his disease more than he wants 
anything else in the world—even that first drink. 

I think it analogous that, to cure inertia and complacency in the management 
of any business concern, the management must: First, recognize the horrible 
truth that it is not necessarily the smartest in the business just becuuse everyone 
else in the business is out of step; and, second, have a desire to get in step with 
those idiots whose businesses have grown while his has declined; whose ridicu- 
lous investment portfolios contain from 5 to 10 percent of resources in tax- 
exempt municipal bonds; whose loans and discounts rarely fall below 30 percent 
of resources and average between 33 and 49 percent for the past 10 years; whose 
rates of earnings on capital funds over the past 10 years have exceeded yours 
by a margin of from 10.23 to 37.18 percent; whose names in this area include, 
in alphabetical order, such reckless and irresponsible men as John <Alfriend, 
Bill Lifsey, Harry Nichols, and Jesse Parkerson. 

Believe me, Frank, when I say that there is nothing personal in this matter 
as far as I am concerned. However, I am very frank—even blunt—in my efforts to 
get a subject that needs discussion and action out in the center of the table where 
all concerned can see and recognize it. I am also persistent and like to hear 
every man concerned state his position clearly and without equivocation on each 
matter being discussed—I have no hesitancy about stating my own position and 
have an inherent distaste for others who attempt to straddle the fence. I am also 
sincere—I deal in facts, I ask for facts, and I expect to get facts. My opinions 
based upon facts can only be changed by the introduction of new facts whose 
preponderance indicate that I went astray because of inadequate research. But I 
have changed my mind many times. 

My reason for going to such lengths about myself is that I am well known by 
only one of your directors, W. T. Goode, Jr. lt asked him to please try to explain 
to you how and why I do things the way that I do. He very frankly stated that 
he didn’t always understand me himself and suggested that I make my own 
explanation. 

I have other suggestions that I would like to make, Frank, that I think would 
help you, the bank’s public relations, the bank’s earnings, but my first 11 sug- 
gestions are so fundamental and elementary that I need to get the reaction of 
the officers and the directors to them before bringing up anything more complex. 
Given your cooperation and support you may count upon mine; failing to get 
your cooperation and support, I shall do my best to get it from your board of 
directors, failing to get it from them, unless they present adequate and sensible 
reasons for such failure, I shall proceed to attain my objective by every ethical 
and legal means at my command. 
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Do me the favor of examining the record; examining your conscience; aud 
trying to remember those visions that you saw as a young man of 30 who set 
out to be a bank president. Visions translated into actions—actions based upon 
the advice and suggestions of everyone with whom you came into contact, of such 
visions were the Bank of America, E. I. du Pont de Nemours Co., the Standard 
Oil companies made. Dreams without action only got Rip Van Winkle a long 
beard. 

Let’s get going together, if possible. 

But let’s get going. 

Sincerely yours, 
SEABORN J. FLOURNOY, 
Stockholder in American National Bank. 


APRIL 17, 1956. 
Mr. FRANK D. LAWRENCE, 
President, American National Bank, 
Portsmouth, Va. 

DEAR Mr. LAWRENCE: I am not accustomed to being ignored when I write to 
an officer of a corporation in which I am a stockholder. 

Will you kindly read again the last paragraph of my leiter to you dated 
March 24, 1956, and comply with my request? Failing to get an answer from 
you by Monday, April 23, I shall assume that you have no answers, either 
positive or negative, to my suggestions. This will, of course, make it necessary 
for me to take these matters up with your board of directors, as I intend to get 
answers from someone in authority. 

In view of the delay each time that I seek to get information from you about 
the affairs of the bank, I shall, in the future, put my requests in writing and 
ask that you send me dated covering letters whenever you furnish the informa- 
tion—just for the record, of course. 1 hereby confirm my request which was 
originally made on April 6, 1956, that I be furnished with a report on the 
bank’s holdings of United States Government bonds and also other bonds as of 
December 31, 1955. This report to show the description (or issue) of the bonds, 
the date of purchase, the par value, the cost price, and the book value as of the 
date of your statemene, December 31, 1955. 

I would like to confirm my verbal request of April 16, 1956, that I be furnished 
with another report showing the same information as of April 10, 1956, which 
has been designated as a call date, I believe. 

Very truly yours, 
SEABORN J. FLOURNOY. 


THIs Lerrer SENT To ALL DrREcTORS May 12, 1956 


I find it necessary to take up with you, as a director of the American National 
Bank, certain matters that I had hoped to handle with the bank’s president. 

As an intensely interested stockholder in our bank, I have, at various times in 
the past 2 months, made suggestions to Mr. Lawrence as to the advisability of 
making certain changes in some of the policies of the bank. I have also asked 
him to furnish me with certain information from time to time. 

Having had no success in getting him to state his personal views about my 
suggestions during three more or less lengthy conferences, I put my position in 
writing in a letter dated March 24, 1956, a copy of which is enclosed. This letter 
clearly calls for an answer. I did receive an acknowledgment but not an 
answer. 

I, therefore, wrote to him again on April 10, 1956, and insisted upon an answer. 
Not having been shown the courtesy of an answer by April 17 I wrote to him 
again and I quote in part from that letter: “Failing to get an answer from you 
by Monday, April 23, I shall assume that you have no answers, either positive 
or negative, to my suggestions. This will, of course, make it necessary for me 
to take these matters up with your board of directors, as I intend to get answers 
from someone in authority.” 

So I am now asking that you, as a director, comply with your legal obliga- 
tion to direct the business of the bank and give me your answer to my sugges- 
tions, as contained in my letter of March 24, 1956. 

I trust that the indifference and rudeness shown by your president will not be 
taken as an example to follow by you or the other directors to whom copies of 
this letter will be sent. 
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I was shocked to find out that our bank, contrary to the practice of most banks 
of its size, has no executive committee of the board. If such a committee existed 
I would address my further suggestions to them. In the absence of such a com- 
inittee, I should like to offer these further suggestions for the consideration of 
the board of directors as a start in bringing the rate of earnings on capital funds 
up to the average of the other banks in this area. For your information, in the 
% years ending December 31, 1955, our bank only earned, after taxes, 6.97 percent 
on its capital account. The figures for some cf the other banks in this area are as 
follows : 


Percent 

1. Merchants & Planters Bank_- Pete er: , . 8. 95 
2. Southern Bank of Norfolk______~ rae ee ee ane 9. 99 
5. National Bank of Commerce of Norfolk ee ee oe 11. 05 
1. Merchants & Farmers Bank_ vat Lb. 77 
Average of above banks. Pee oe imac 10,48 


Their average earnings have been 149.78 percent of those of our bank. Such 
results do not indicate that the management of our bank is so superlative that 
either the officers or the directors should feel that they are above criticism or that 
they can afford to ignore any suggestions offered by a stockholder. 

My further suggestions follow: First, that the board direct the president to 
take tax losses Whenever they can be taken in the first 5 months of a calendar year, 
unless udvised by your largest corerspondent bank that they deem it inadvisable. 

Second, that the board direct the president to either learn something about 
United States Government bonds and tax-exempt bonds (he informed me verbally 
that he had little, if any, knowledge on these matters)or that competent invest- 
ment counsel be employed to supervise the bank’s investment portfolio. The cost 
of such investinent counsel to be deducted from the salary of the president. 

Third, that the board elect an executive committee of 2 officer directors and 38 
other directors. This committee to be charged with direct responsibility for the 
policies, operations, and future planning of the bank. 

Fourth, that the board, at its next meeting, pass a resolution substantially 
reducing the present attendance fee paid to the directors. I would suggest a fee 
of from $10 to $20. 

Fifth, that a committee of the board study the salaries paid to all officers and 
employees with a view to bringing them into line with the performance of duty 
demonstrated by each officer and employee. 

In closing, let me assure you that there is nothing personal in any of my sug 
gestions Or comments. My original desire was to inspire those whose duty it now 
is to direct the policies and operations of our bank to more progressive and aggres 
sive thinking; to date it seems to me that I have been unsuccessful in my first 
effort at progress and that any aggressiveness that has been aroused has been 
directed against me rather than against our mutual problems. 

I trust that you will find it convenient to let me have your reply to all my sug- 
gestions in the very near future. 

Very truly yours, 
SEABORN J. FLOURNOY, 
Stockholder, American National Bank. 

P. S.—If you are interested in the relative performance of our bank as compared 
with the other banks in this area, or with bauks in other areas, I will be happy to 
acquaint you with the results of my analysis of the banks’ statements for the past 
10 years. None of the directors to whom I have talked had made an analysis and 
seemed to be surprised at the record for the period. A letter to me, asking for it, 
will make it available. 

Mr. Muurer. I have no questions at this time. 

‘The Cuairman. Can you become a member of the board of directors 
of the bank by cumulative voting / 

Mr. Fiournoy. Yes, sir. 

The Cuairman. Why don’t you do it 4 

Mr. Fiournoy. I shall at the next annual meeting, sir. 

The CuarrmMan. Why haven’t you done it in the past? 

Mr. Fiournoy. Because I only became a stockholder in January of 
this vear. 
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The CuarrmMan. What is the reason that bank hasn’t done as well as 
the other banks? 

Mr. Fiournoy. I can answer that readily, sir. In the 10-year 
period I have studied, their average loans at year end were 22.87 
percent of deposits whereas the other banks across the street averaged 
47.5 percent of their deposits. 

The CuHamman. Why was that ? 

Mr. Fiournoy. They don’t make loans, No. 1. 

Mr. Mumma. How do they make money / 

Mr. Fiournoy. They don’t. I pointed that out. They made half 
of what comparable banks made in the same city. 

Now, their tax exemption beyond portfolio is $335,000. All other 
banks in the area put from 5 to 8 to 10 percent of their resources into 
tax exempts. They never heard of them and don’t have anybody who 
knows anything about them. The president told me so, himself. They 
put all their money in Government bonds. Gentlemen, believe it or 
not, this bank never took a tax loss until 2 months ago. 

Mr. Mumma. Do you object to buying Government bonds? 

Mr. Fiournoy. I object. to a bank buying Government bonds in 
1919 when Liberty bonds were on sale and keeping them to maturity 
end exchanging them for whatever the Treasury Department hap- 
pened to offer. 

Mr. Mumma. How about 1946, at the present time / 

Mr. Fiournoy. They still have bonds that they bought in 

Mr. Mumma. What percentage of Government have they ¢ 

Mr. Fiournoy. Just one moment. I have it here. It is nearly 50 
percent. 

Mr. Mum™a. Do you object to their havin; 
ment bonds ¢ 

Mr. Frournoy. Yes, sir. 

Mr. Mumma. Do you know the average bank has nearly 70 to 75 
percent in Government bonds / 

Mr. Frournoy. Mr. Mumma, you are mistaken, sir. 

Mr. Mumma. You look at the statements. 

Mr. Fiournoy. You look at them, sir. I have copies here. 

Mr. Mumma. I have. 

Mr. Fiournoy. Find one with 65 percent and I will make you a 
present of it. 

The CrairmMan. Have vou ever made a complaint to any of the 
authorities, the Comptroller of the Currency / 

Mr. Frournoy. No, sir. I have taken it up with the officers and 
directors and I am now busily taking it up with the stockholders and 
I think that remedial action will be taken, frankly. 

Mr. Brown. Have they made any bad loans¢ If so, how many? 

Mr. Frournoy. How many / 

Mr. Brown. Yes. 

Mr. Fiournoy. Of course, as all banks do, they have made some bad 
loans, but I might add that this very conservative bank in its lending 
policy has not set up one red cent in reserves against possible losses. 

Mr. Brown. You don’t make any complaint then that the bank has 
made bad loans ¢ 

Mr. Friournoy. No, sir. I make complaint that they have not 
contributed to the life of the community by making those good loans 
that were available. 
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The Cuarrman. What is your relationship to the present board of 
directors ? 

Mr. Fiovurnoy. My relationship, sir, I am a stcokholder and a sub- 
stantial stockholder. My family, my wife and myself, and my brother- 
in-law are the fourth largest stockholders in the bank. 

Mr. Murer. What is that percentagewise ? 

Mr. Fiournoy. It is 1,490 shares, that would be 2.98 percent. 

Mr. Brown. Did you buy these shares within the last year? 

Mr. Fiournoy. Yes, sir, I did. My brother-in-law owned them 
since the bank was organized. 

Mr. Muurer. How long ago was that? 

Mr. Frournoy. 1919. They recently, because of the stirup I caused, 
celebrated with a four-page ad in the paper, their 37th anniversary. 
They never celebrated one before. 

The CuatrMan. How have you caused this stir-up ? 

Mr. Fiournoy. I have dared to criticize a 1-man bank and a 1-man 
board of directors. The one man is here and if you gentlemen want 
to talk to him, you can. 

The Carman. Have you any objection to the dividends? 

Mr. Fiournoy. Yes, sir; they have been too high in proportion to 
their earnings. They are higher than any other bank in the area in 
proportion to their earnings. 

The Cuairman. If you get on the board, how can you remedy that ? 
I mean, you can circulate what they are doing, probably, but how can 
you remedy it, yourself, by being on the board? You will still be a 
minority, won’t you? 

Mr. Fiournoy. Yes, sir, I will; but I would put guts into those 
directors who don’t have guts at the moment to dare to oppose the 
president who put them on the board. 

Mr. Berrs. Mr. Chairman, I think Mr. Kilburn asked if the bank 
was in this shape, why you bought shares of stock. 

Mr. Frournoy. What was that, sir / 

Mr. Berrs. Someone asked you—I think Mr. Kilburn—if the bank 
was in this shape, why did you buy these shares of stock ¢ 

Mr. Fiournoy. I bought them as a civic duty, to see that the bank, 
which is a national bank and the largest bank in the city—though it 
makes less money than any other bank—that that bank might be pro- 
gressive and be a dynamic leading force in the community and every 
thing worthwhile. 

Have you ever heard of a bank president who organized and put 
into effect a cemetery on the main business street of a city? That 
was done by this bank’s president. 

Mr. Kitsurn. Are you an automobile dealer ? 

Mr. FLrournoy. I am an automobile dealer ; yes, sir. 

Mr. Kitpurn. Does this bank take your paper ¢ 

Mr. Frournoy. No, sir. I have ample banking accommodations 
in Norfolk, sir, by the leading bank in the area. This bank does not 
likeall paper. It doesn’t think it is safe. 

Mr. Muurer. Do you think this bank would take your paper / 

Mr. Frovurnoy. It has paper of the hotel corporation, of which its 
president is also president. 

Mr. Mcvrer. That isa corporation and not an individual ? 

Mr. Frovrnoy. I do not do business as an individual, sir. I am 
incorporated. 








CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 131 


Mr. Muurer. What percentage of the stockowners have given you 
proxies ¢ 

Mr. Fiournoy. Already ? 

Mr. Murer. Yes. 

Mr. FLrournoy. Fourteen. 

Mr. Mutter. It is almost as much as the present management owns. 

Mr. Fiournoy. As much as they actually own, yes, personally. 

The CHatrrMan. How many directors are there ? 

Mr. Fiournoy. Seventeen at the moment, sir. I expect they will 
try to reduce it in January. 

Mr. Mvutrer. In order to keep you off the board ? 

Mr. Fiournoy. The president assured me with these gestures that 
“so long as I live, you nor any member of your family will have any- 
thing whatsoever to do with this bank”: and I said, “I'll bet you 
$5,000 I am on the board in January”; and he said, “I don’t bet.” 

The Cuairman. Where is your business, in the town ? 

Mr. FLournoy. My main business is as a Ford dealer near Norfolk, 
Va. Iam also a Ford tractor dealer on the outskirts of Norfolk and 
Portsmouth. I am also interested in a Ford tractor distributorship 
in Richmond. Iam also in several other businesses, quietly—all legal, 
I may add. 

Mr. Wipnat. Did you acquire stock in the Ford Motor Co. recently 
becnuse of their dealer practices ? 

Mr. FLrournoy. Don’t get me started on the Ford Motor Co., gentle- 
men. That is the only subject on which I can go longer than the 
American National Bank. 

The Cuainman. If you get on the board, what will be your course 
of conduct there? What will you do? 

Mv. Flournoy. My first suggestion was that the bank hire younger 
men, or train them to replace present senior management when it dies 
or retires. The gentleman is 65 and there is nobody in the bank below 
him except one man who is 62. The rest are called vice presidents but 
have been clerks for 30 years. 

My second suggestion was that the bank liberalize its lending policy. 
It has been a 6-percent bank right straight along. To all intents and 
purposes they have educated young men up as customers until their 
credit got real geod. Then they could go across the street and borrow 
mo oy for + percent and then they lost them. 

No. 5, | would see that they set up a reasonable portfolio of tax- 
exempt bonds of near term maturities, 1 to 5 years. Not 241. vears 
as some they now have, or 17 years. 

No. 4, | would see that they utilized their excessive cash rese 
They have recently, for the first time that I can find any reeord of, 
discovered the fact that the Treasury has been issuing 19-day bills tor 
some 7 or 8 or 10 years. They bought their first ones just 3 mo. 
ago. So I don’t believe they have any extra cash, at the moment. 

The Cuatrman. How far will the other directors go along with you 
in that program / 

Mr. Fiournoy. When | talk to them face to face they agree these 
things ought to be done. They even say, some of them, “We have 
been trying to get these things done for some time, but Mr. Lawrence 
doesn’t seem to want to go along.” 
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I would then ask that they go aggressively after installment paper. 
This bank is loaded with real estate loans. They think they are the 
only kind of loan that is any good. Of course, all you need for that 
is to wait 10 or 12 years until the man gets through paying it. They 
don’t like a loan on a new Chevrolet or a new Ford that they will pay 
634 percent discount componded and pay out in 24 to 30 months. 
They would rather have it 5 percent, 6 percent, true interest over 
10 or 12 years. That is conservative banking but not money-making 
banking. 

I would see to it that this bank—because when I called on these 
directors my first question was invariably the same: “Gentlemen, how 
much would you estimate your bank has grown in the last 10 years?” 

The answer ranged—and you gentlemen can’t believe this but it is 
true; this is an unbelievable situation—the answers ranged from 15 to 
50 percent. Only 1 director out of 8 estimated as low as 15 to 20, 
the rest from 30 to 50. Actually, it had declined 914 percent. 

They don’t know what they do. They think they are the best 
bankers in the world because they have compared themselves with no 
one. 

The Cuatrman. Have you ever presented any automobile paper to 
them ? 

Mr. Frournoy. No, sir; I have never presented any kind of paper 
to them except back in 1929 when they took over another bank in 
which a company that I was running had a note—and if you would 
like to read about that, I can refer you to the supreme Court of Vir- 
ginia, American National Bank v. Aimes (169 Va. 7.11). 

Mr. McDonovuau. Do you have any money invested in a loan 
business ¢ 

Mr. Frournoy. I have a good deal of stock in the Beneficial Fi- 
nance Corp. It is a small loan company all over the country, listed 
on the New York Stock Exchange. 

Mr. McDonouex. Do you mean like HFC? 

Mr. Fiournoy. That is right; next to HFC. 

Mr. McDonoucu. Do they make loans on automobiles / 

Mr. Frournoy. They do but not to me. I don’t bother with those 
kind of people. I protect my customers. 

Mr. McDonoveu. Do you have any investment in any loan associa- 
tion that does loan on automobiles and household appliances ? 

Mr. Frournoy. I have a little stock in the National Bank of Com- 
merce which lends extensively to that type of collateral. 

Mr. McDonover. But you have no official capacity with them? 

Mr. Firournoy. No. 

Mr. McDonovcH. You are complaining that your bank doesn’t 
loan where they can acquire higher interest and compound interest 
on smaller loans ? 

Mr. Fiournoy. That is right, sir. 

The CuarrmMan. The committee will adjourn, to meet tomorrow 
morning at 10 o’clock. 

The Cierk. Mr. Chairman, we have requests to file three statements 
and requests for several letters to be included in the record of the 
hearings. 

The CHarrman. You may file statements. Statements and let- 
ters of reasonable length may be filed. 
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(The documents referred to follow :) 


HOUSE OF REPRESENTATIVES, 
OFFICE OF THE MINORITY LEADER, 
Washington, D. C., July 16, 1956. 
Hon. BRENT SPENCE, 
Chairman, Committee on Banking and Currency, 
House of Representatives. 


DeEaR Mk. CHAIRMAN: I would like to be recorded as favoring the enactment 
of S. 256, on which hearings are currently being held by your committee. 

As you know, this bill would eliminate the present mandatory requirement 
to allow cumulative voting of shares in the election of directors of national banks, 
It would permit each individual association to authorize or to deny cumulative 
voting for directors in acocrdance with the wishes of the majority of the share- 
holders. 

I know that some of the smaller national banks are seriously concerned over 
some situations which have arisen under the present law. It is the feeling of 
some banking institutions that if the law is not amended, as provided by S. 256, 
they will feel obligated to withdraw from the national bank system and enter 
the State system. 

S. 256 is sound, progressive legislation. I hope it will be favorably reported 
and enacted. 

Sincerely yours, 
JOSEPH W. MARTIN. 





THE INDEPENDENT BANKERS ASSOCIATION, 
Sauk Centre, Minn., July 13, 1956. 
Hon. Brent SPENCE, 
New House Office Building, Washington, D. C. 

Dear Mr. CHAIRMAN: At the time that Senator Robertson introduced S. 256 
this association was in convention assembled at Detroit, Mich. The matter of 
cumulative voting for directors was discussed at length and a resolution was 
submitted that carried, unanimously, in opposition to cumulative voting for 
directors of banks. We are enclosing a photostatie copy of this resolution which 
was adopted April 30, 1954. 

This resolution continues to represent the view of the Independent Bankers 
Association. In theory cumulative voting appears to be a democratic way of 
procedure. We presume there are some instances where its use was necessary 
and it both protected minority stockholders and was beneficial to the bank; 
but in the large majority of cases it was a right that has been much abused. 
It has been an assist to mergers and occasionally an advantage to bank holding 
companies in their desire to acquire another bank. 

Summing up, cumulative voting is good in theory but bad in actual practice. 
We hope that S. 256 will be favorably recommended to the House of Repre- 
sentatives. 

Yours very truly, 
Ben DuBois, Secretary. 


Mr. Brockway. The next resolution is (reading) : 
“CUMULATIVE VOTING FOR DIRECTORS 


“Believing that cumulative voting for the directors of banks is not for the best 
interest of the banking profession : 

“We, therefore, urge the independent banks to urge their State legislators in 
those States where cumulative voting is permitted, their United States Con- 
gressmen, and their United States Senators to immediately adopt the necessary 
legislation forbidding cumulative voting for directors of banks.” 

That has been under discussion here in the convention for 2 days, I believe, 
more or less, 

I move the adoption of the resolution. 

(The motion was seconded from the floor. ) 

President BrumMBAUGH. You have heard the resolution, and the motion to 
adopt it, which has been seconded. All in favor give your consent by saying 
“Aye,” those opposed “No.” 

Itiscarried. It is adopted unanimously. 
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INDEPENDENT BANKERS ASSOCIATION, 
TWELFTH FEDERAL RESERVE DISTRICT, 
Portland, Oreg., July 11, 1956. 
Hon. BRENT SPENCE, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: I am glad to learn that the proposed cumulative voting 
bill passed by the Senate is to be taken up by the House Banking and Currency 
Committee. 

The two independent bankers associations are on record before the Senate 
committee as being in favor of this legislation. Mr. Ben DuBois wired the 
action of his association taken at Detroit and I briefly testified on behalf of our 
own organization. 

May I say that I personally have had some experience with the undesirable 
side of cumulative voting. Some years ago a San Francisco attorney, with no 
interest whatever in this community, obtained enough stock to elect himself a 
director. Rather than force one of our local people off the board, we increased 
the number of directors to make room for this outsider. It is my opinion his 
sole purpose was to try and bring about a sale of the bank to holding company 
which at the time was quite active in buying banks. However, his financial con- 
dition made it necessary for him to dispose of his stock in a hurry and so a very 
distressing situation was eliminated, at a rather high price. 

I know of a number of such occurrences in this State. There have been cases 
where the cumulative voting mechanism has been deliberately used as a means 
to bring about the sale of a bank. One illustration of how the cumulative voting 
privilege can be used is the case of the Citizens National Bank & Trust Co., of 
Los Angeles, control of which the late A. P. Giannini, who was responsible for 
the cumulative voting provision being part of the 1933 Banking Act, was deter- 
mined to acquire. Transamerica did acquire some stock in that bank and of 
course elected directors. That holding company has been pushing to get more 
and more stock in the Citizens so as to gain control and merge it with a Trans- 
america subsidiary. If the cumulative voting privilege was not part of the law 
I doubt this attempt ever would have been initiated. 

I hope your committee will speedily correct the situation by approving the 
proposed legislation and that the House will enact this into law. 

Very truly yours, 
Harry J. HARDING, 
Honorary President. 





STATEMENT OF WILMA Soss, PRESIDENT, FEDERATION OF WOMEN SHAREHOLDERS IN 
AMERICAN BUSINESS, INC. 


We are shocked to hear that efforts are being made to take away mandatory 
cumulative voting from American bank shareowners at a time when every effort 
is being made to increase, not diminish the number of shareowners in American 
business. This ill-udvised step contemplated by this bill will, in our opinion, 
discourage the raising of new equity capital from small shareowners, who also 
are beginning to inquire into why banks are so reluctant to give the necessary 
information to be listed on the New York Stock Exchange. This retrograde step, 
at a time when corporation democracy is increasing, may well hasten the day of 
bank nationalization, contrary to our American tradition. 

Public shareowners are becoming increasingly aware that there is a minority 
in control of the banks, which sit on interlocking directorates, and do not wish 
representatives of the public shareowners, who do not belong to their club car, 
to have a look see at what is going on. This is the type of public relations that 
should be avoided in the interest of a private-enterprise system. Taking cumu- 
lative voting away from public shareowners in national banks will not safeguard 
the status quo; instead it may tend to activate counter legislation which may be 
far sweeping. 

We ask this committee of the House, as a balance and check, to reject this anti- 
democratic, projected legislation, as neither realistic nor forward looking in 
1956. 
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Mount VerRNoON, N. Y., July 18, 1956. 
Rosert L. Carbon, 


Clerk and Counsel, 
House Banking and Currency Committee, 
Washington, D. C.: 

Regret illness prevents my testifying before your committee on S. 256, as sched- 
uled for morning of July 19. Thanks for your invitation. Will you please read 
into the record of the proceedings the following from the Scripps-Howard news- 
paper, New York World-Telegram and Sun, on page 29, column 6, of July 18, 
under the byline of William Bloeth, financial writer : 


“BOARDROOM EASY CHAIR 


“The ways of politics are sometimes pretty confusing, not to mention downright 
devious. Almost as much, in fact, as some of the workings of finance. But 
lately there have been a couple of political moves that are diametrically opposed. 

“One is at least the stirrings to curb stockholders, notably the so-called profes- 
sional stockhoiders, through legislation. The other is a drive to turn everyone into 
capitalists of at least junior standing by enticing them into the field of invest- 
ments. The big rub is that for many years common stock purchases have been 
peddled on the theory that everyone ought to be a partner in the country’s eco- 
nomic well-being. But trying to entice new ‘owners’ into business and at the 
same time curbing their participation, as owners, in company affairs doesn’t quite 
jell with accepted logic. 

“There isn’t much evidence that the professional holders have done any great 
damage besides, on occasion, boring the ‘bejeepers’ out of other stockholders who 
don’t want to be forced to sit through tiresome haggling over minor points. 
Certainly, the scene is replete with annoyed corporate officers who later can 
quietly cry themselves to sleep with rather handsome salary checks as pillows 
even while stockholders are getting far from their due share in dividend checks 
and in a few cases in the face of no dividends whatever.” 

This is one man’s opinion and my opinion is that the bill to cancel the require- 
ment that national bank directors be elected cumulatively is not a good bill 
and I petition you to refuse to vote it out of committee. 

FRANK W. KRAVIGNY. 


DENVER, CoLo., July 10, 1956. 
Re hearings on 8. 256, Cumulative Voting—National Banks. 
Hon. BRENT SPENCE, 
Chairman, House Banking and Currency Committce, 
House of Representatives, 
Washington, D.C. 

DEAR CONGRESSMAN : Please be advised that I am against the passage of Senate 
bill S. 256 for the reason that it would emasculate the Banking Act of 1933. This 
act has done more to further sound banking practices and public confidence than 
any other legislation in our country’s history. This Nation has grown strong 
on the basis of the “greatest good for the greatest number.” S. 256 will further 
the interests of the few who dislike having minority directors on their boards. 
We all know that the tail does not wag the dog, but in this case, it does keep 
him honest. Kindly incorporate this letter in the minutes of your committee’s 
public hearings. 

Respectfully yours, 
KFLoyp W. KRAMER. 


SAVANNA, ILL., September 8, 1955. 
Hon. BRENT SPENCE, 
House of Representatives, 
Washington 25, D. C. 
Dear Mr. SPENCE: Your letter of August 11, 1955, to Hon. Leo EB. Allen, Repre- 
sentative from the 16th District of Illinois, was forwarded to me by Mr. Allen 
under date of August 18. I appreciate your invitation to appear before your 
committee. In my letter to Hon. J. William Fulbright, chairman of the Senate 
Committee on Banking and Currency (copy of which was furnished to you by 
Mr, Allen), I expressed my views on §S. 256. I will endeavor to present to you 
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in the following paragraphs additional information which convinces me that 
cumulative voting for directors of national banks should not be eliminated, not 
as a personal advantage to me, but rather as a protection against what might 
seem to be willful or deliberate attempts to conduct the affairs of national banks 
to the personal advantage of those who might be in a position to avail them- 
selves of that opportunity. I do not feel that minorities are less scrupulous or 
honest than majorities. 

I was elected to the board of directors of a national bank under the cumulative 
method of voting in January 1954. At the organization meeting of the board, I 
took my oath of office along with the other directors. The usual routine business 
was conducted at this meeting and I was not briefed by any officer or director 
before, during, or after as to the condition, policies, or aims of the bank. After 
approximately 1 month without enlightenment, I began to ask questions and 
obtained copies of laws governing national banks from the Comptroller of the 
Currency to determine my responsibilities. Prior to this election, it was rumored 
that I was attempting to get the executive vice president job, endeavoring to 
gain control so that the bank could be sold to outside interests and not being a 
businessman on “Main Street” that I had no business being on the board. All 
of these were unfounded because I occupy a better paying position than that of 
the executive vice president. I do not have the resources to purchase control 
for myself or anyone else, and my qualifications are far different than many of 
the “Main Street” businessmen. Such innuendoes, however, coming from people 
in responsible positions have a very definite influence. 

For a period of more than 10 years I attempted to purchase small amounts of 
stock through the executive vice president, but was never offered any that came 
to the bank for sale. In April and May 1954, I again tried and inquired from 
the executive vice president what stock was selling for, to which he replied $42 
per share. I then attempted to buy small quantities from persons living outside 
the Savanna community, offering $60 per share, and did purchase 19 shares. 
However, at least 4 persons to whom I had written subsequently sold their stock 
to 3 of the directors, including the executive vice president. They obviously 
would not have been sold for less than $60 because of my offer. 

At the December 1954 meeting of the board, the executive vice president 
proposed a bonus to the employees and directors at which time I heartils 
concurred in the one for employees, which will be explained later, but went on 
record as to the bonus for directors. I expressed my concurrence, on the basis 
that the regular monthly directors’ fee plus the bonus did not seem to be out of 
line for the responsibillities, but that my concurrence was only with the under 
standing that it would show in the annual statement to the stockholders as a 
bonus to directors. I further stated that if it could not be so shown, my vote was 
nonconcurrence, My reason for this was that in December 1953, a bonus to 
directors was voted by the directors, but was included in “Salaries to employees” 
in the annual statement to the stockholders at the annual meeting in January 
1954. When I inquired, the executive vice president tried to explain the reason 
for this and attributed it to some social-security requirement. The intent 
showing the bonus to directors is a matter of concern to me, 

Also at the December 1954 board meeting, the executive vice president pre- 
sented the notice of the annual meeting of the stockholders, together with a 
printed proxy containing the name of only one proxy selected, such selection 
having heen made without discussion at a board meeting. These letters and 
proxies had already been printed when presented to the full board with no 
voice on my part in the selection. Shortly after this board meeting, I inquired 
of the executive vice president when these letters would be mailed, and was 
informed it would be done on Friday, December 17, 1954. Letters were actually 
postmarked at 1 p. m., Thursday, December 16, 1954; however, a copy of the 
letter was not mailed to me. When questioned about the mailing time, I re 
ceived a vague answer from the executive vice president. When questioned 
about my not receiving a copy of the letter by mail, the executive vice president 
informed me it was not the policy of the bank to mail a copy of this letter to the 
directors. Different interpretations may be placed on the reason for this. My 
feeling is that it was deliberate to place me at a disadvantage in soliciting 
proxies, because all proxies voted by the management suggested proxy were 
voted five ways and naturally excluded me. 

At the January 1955 annual meeting of the stockholders, proxies were voted 
by the management-named proxy (the only named proxy in the notice of the 
annual meeting) which were illegal proxies and were known to be illegal. 


in so 
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Shortly after the January 1955 annual meeting, I was advised by the executive 
vice president that the rest of the board members would just as leave I would not 
be on the board because they felt L was “bucking” them. No explanation or 
reason was given as to the manner or in what way I was “bucking” them. 

Upon being elected to the board, I was astounded at the salaries paid to em- 
ployees. For instance, the following (executive vice president is operating head 
of the bank): 


Position Salary, 194% 


Executive vice president 
Vice president 
Cashier 


“ $470 $700 


I immediately attempted to obtain a general increase for all employees, but 
met resistance from the remainder of the board except the executive vice presi- 
dent. After a period of 3 or 4 months, increases were granted effective July 1, 
1954. We expect our banking people to present a neat appearance and to be 
well dressed. Such salaries as these only increase the temptation and may be 
one reason for defalcations which we read about almost daily. 

Later, I tried to introduce a hospital plan, which the executive vice president 
investigated and presented and which included the directors. I expressed my 
feeling that it should include only active employees and should not include any 
director unless he was an active employee. Again after several months delay, 
it was finally adopted on my motion. 

I have attempted to introduce a slightly higher rate of interest for a longer 
term certificate of deposit to attract more depositors. Thus far I have been 
unsuccessful, 

[ have, for 2 months, attempted to have a special cash dividend authorized 
for stockholders and have been unsuccessful to date on the theory we need to 
build bigger reserves. For the size of the bank, reserves are very substantial, 
in my opinion, Dividend payment in 1954 was $2 per share against over $17 per 
share in earnings. 

Our board of directors consists of six members. An even number of directors 
seems unusual and might indicate many things. To me a director should con- 
sider matters that come before the board impartially, vote according to his best 
judgment and convictions, and not be committed beyond attempting to serve the 
institution to the best of his ability in that light. 

My livelihood is not dependent on being a director, nor do I feel it has enhanced 
my prestige in the community. I am interested in my community and would 
like it to be a better one in which to live. 

Would one question the intended purpose when confronted with the above, 
particularly when all shares of stock brought to the management of the bank 
for sale are purchased by three members of the board to the exclusion of all 
others, but including the executive vice president who is the management head 
of the bank? 

Possibly the condition which I have outlined is peculiar to a local situation, 
but it could well be duplicated in other communities. I have been elected by 
a so-called minority group and will constantly strive to protect their interest, 
as well as to make the bank an institution which will serve its community to 
the fullest under the laws and principles laid down by the Congress and the 
Comptroller of the Currency. To me it should be a leader in the community, 
an institution where honesty and integrity should never be questioned. 

I trust that this expression will serve your purpose and hope you will bring 
it to the attention of your full committee. If I can answer any questions for 
you, specific or otherwise, I will be glad to try to do so. 

It would be appreciated if you will advise me when your committee will hold 
hearings so that I might submit any further comment or possibly appear in 
person. 

Yours very truly, 
MARTIN LANTAU. 
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Hovusk OF REPRESENTATIVES, 
Washington, D. C., July 12, 1956. 
Hon. Brent SPENCE, 
Chairman, Committee on Banking and Currency, 
Washington 25, D. C. 
DEAR CHAIRMAN SPENCE: I am enclosing a letter from Mr. Horace EF. Munroe, 
a former president of the Manufacturers National Bank of Lewiston, Maine, and 
one from Mr. Ernest M. Shapiro, an accountant and auditor in Lewiston, in op- 
position to S. 256 on which I understand your committee will commence hearings 
on Monday, July 16, 1956. 
I would very much appreciate your making these letters a part of the record 
of those hearings that they may receive consideration by the committee. 
Sincerely yours, 
CHARLES P. NELSON, 
Member of Congress. 


AUBURN, MAINE, July 6, 1956. 
Congressman CHARLES P. NELSON, 
House of Representatives, 
Washington, D. C. 

Drar CONGRESSMAN NELSON: This letter written by me to express my oppo- 
sition to bill S. 256. 

If this bill is passed, and cumulative voting is dispensed with, it would de- 
prive a minority stockholder (even though his holdings were of a very substan- 
tial amount) of a chance for election to the board of directors—which election 
might be possible under the cumulative voting privilege. 

Also, if this bill is passed it would be possible for and encourage the perma- 
nently employed persons of a bank to take over the management, if they so de- 
sired, and control the votes for directors, even though their holdings might be 
very small in comparison with those of some of the inactive stockholders. 

Then those stockholders who owned a very substantial amount of stock would 
have no voice in the selection of the directors, or in the management of the bank, 
since those already employed by the bank, in the management, would have a bet- 
ter opportunity to solicit proxies, thereby controlling the election. 

This is my opinion of bill S. 256. And it is also my opinion that it would per 
haps deprive some large stockholders of their just rizhts and privileges. Cumu- 
lative voting violates no rights of the majority of stockholders, but it does per- 
mit a large stockholder (who might possibly possess almost the majority of the 
stock) the privilege of election to the board, thus allowing him to become con 
versant with the affairs of the bank, of which he rightfully owns a substantial 
portion, 

In my opinion, the large stockholder should be allowed cumulative voting, and 
thus be eligible to become a member of the board of directors, rather than some 
very small stockholders who, because he Owns an extremely small amount of 
stock, would have no incentive or desire to acquaint himself with the affairs of 
the bank, but would probably acquiesce to those who were in the management. 

The small stockholder could be elected by proxies which could be solicited by 
the management, thus permitting it to control the board, in addition to per- 
petuating its position. This would create a very undesirable feature to an in 
active stockholder who wished to retain his holdings, 

One bank with which I am familiar came to grief, and a prominent stock- 
holder and director stated to me that owing to the makeup of the board all the 
privilege he had was to acquiesce, since the directors were chosen by proxies 
that were solicited by the bank management, thus perpetuating its control. 

If cumulative voting is dispensed with, it would make it possible to too large 
n degree for those permanently employed in the management of the bank (by the 
solicitation of proxies) to take over the management to the exclusion of those 
who may have founded and been very instrumental in the building up and suc- 
cess of the institution. 

Cumulative voting would not in any way deprive any director of his rights, 
but would permit a minority holder to at least be conversant with the affairs of 
the bank, of which he must possess 10 percent of the shares in order to he elected 

I wil! ask you to have this letter inserted in the records of the House Banking 
and Currency Committee, as part of the hearing testimony. And I sincerely hope 
that you can agree with me in the opposition of bill S. 256, and that you will give 
this matter your serious consideration. 

Yours very truly, 
Horace E. Munror. 
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STATEMENT OF FRANK D. LAWRENCE, PRESIDENT, AMERICAN NATIONAL BANK, 
PORTSMOUTH, VA. 


I am Frank D. Lawrence, president of the American National Bank, Ports- 
mouth, Va. The present law, making it mandatory to have cumulative voting 
by stockholders of national banks in the election of directors, can be extremely 
harmful and should be modified at least as proposed in S. 256. After hearing 
several witnesses yesterday, I am sure that you will conclude that they would 
add nothing to any bank and would only make for discord in a heretofore har- 
monious organization. They could never be elected except by cumulative voting. 
What has happened to my bank could happen in any national bank, and this 
proposed legislation will prevent a lot of trouble for national banks throughout 
our country. As one who has operated a successful national bank for nearly 40 
years, I most humbly beseech you honorable gentlemen to report this bill out and 
have it passed by Congress at the earliest possible moment. 


WHELESS DRILLING Co., 
Shreveport, La., July 11, 1956, 
Hon. Brent SPENCE, 
Chairman, House Banking Committee, 
House of Representatives, Washington, D.C. 

DeaR Mr. SPENCE: This letter is occasioned by the advertisement which ap- 
peared in the Wall Street Journal (Dallas), July 11, 1956, photo copy of which is 
attached. 

My thinking, based on experience, is directly opposed to that set out in the 
attached ad, and this letter is to earnestly solicit the favorable consideration of 
you and your committee for the enactment of Senate bill 256. 

I have the honor to have served as a national bank director (Commercial Na- 
tional Bank, Shreveport) continuously for the past 30 years and during part of 
that time was also a director of the Continental-American Bank & Trust Co. of 
Shreveport, a State bank, which has since merged with the Commercial National. 
During that time, I have never seen any situation in which the majority interest 
ever combined to the detriment of a minority interest, nor have I ever heard of 
any specific case applying to any bank. Conversely, however, I have seen several 
instances wherein individuals or families owning minority interests have threat- 
ened to exercise cumulative voting to force on a bank’s directorate a member of 
their family who was not entitled to such a position on his merits, either from a 
point of proven ability or from age and experience. 

Under present cumulative voting, a combined 5-percent stockownership can 
elect a director in a national bank having as many as 20 directors; but a 5-percent 
interest should not be able to impose its will adversely on the remaining 95 
percent. 

In the vast majority of instances, bank directors are selected from leaders of 
the community who have proven their ability as businessmen of integrity. If 
bank stockholders need protection any more than stockholders of General Motors 
Corp. or United States Steel or any other corporation, it would be better to have 
some other laws that would give them protection and not a law that would im- 
pose upon banks the hazard of having to accept among their directors an incom- 
petent and inexperienced or unworthy person who could be put there by a small 
minority family ownership. 

The details set out above are based on experience but are to a certain extent 
hypothetical. 

Your earnest consireration and favorable action will be very much appre- 
ciated. 

Yours very truly, 
N. H. WHE .gEss, Board Chairman. 


WARNING TO STOCKHOLDERS IN NATIONAL BANKS 


Senate bill No. 256, passed by the United States Senate and now pending in 
the House of Representatives, is seriously adverse to the rights and interests of 
public (nonmanagement) shareholders in national banks. If enacted into law, 
the practical result would be to nullify effective voting power by public share 
holders in thousands of banks, including some of the Nation’s largest, and to 
entrench existing managements in permanent power as self-perpetuating dynasties 
without any adequate check by the actual owners of each institutions. 
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Absence of publicity resulted in almost no public investor testimony when 
Senate hearings were held on this bill to abolish preent mandatory cumulative 
voting rights of national bank share owners, and nonmanagement stockholders’ 
rights are now in jeopardy. 

This “winter-take-all” bill is now in the House Banking Committee, which 
has just scheduled a little-publicized hearing for next Monday, July 16. There 
is grave danger that the committee may report out the bill very soon without 
bank investors having had sufficient public notice of hearings so that they may 
have an opportunity to appear to safeguard their rights. 

To oppose being deprived of your present right to elect directors of your 
own choosing on national bank boards, wire immediately to your own Congress- 
man and to Hon. Brent Spence, chairman of the House Banking Committee, 
opposing this measure and asking that hearings be extended at least 1 week. 
(Advocates of disfranchisement of bank stockholders are working for a “quickie” 
hearing, hoping this joker measure will escape opposition and slip through Con- 
gress unnoticed.) 

This gag-rule bill, which would stifle effective expression of stockholder views 
not favored by an existing management, is opposed by fair-minded progressive 
bankers, the Board of Governors of the Federal Reserve System, and competent 
authorities on bank legislation. It is significant that no management of any 
major investor-owned national bank has gone on record as favoring this bill. 

For more information on Senate bill 256 address Association to Retain Voting 
Rights in National Banks, Postoffice Drawer No. , Main Post Office, Washing- 
ton 13, D. C. 





The Cuarrman. We will meet tomorrow morning at 10 o’clock, and 
at 11 o’clock we will go into executive session. 

(Whereupon, at 12: 05 p. m., the committee adjourned, to reconvene 
at 10 a. m., Friday, July 20, 1956.) 
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FRIDAY, JULY 20, 1956 


Houser or REPRESENTATIVES, 
ComMMITTEE ON BANKING AND CURRENCY, 
Washington, D.C. 

The committee met at 10 a. m., in room 1301, House Office Build- 
ing, Hon. Brent Spence (chairman) presiding. 

Present: Messrs. Spence (presiding), Brown, Rains, Multer, Bar- 
rett, O'Hara, Fountain, Reuss, Mrs. Griffiths, Messrs. Vanik, Holland, 
Healey, Wolcott, Gamble, Talle, Kilburn, Widnall, Betts, Mumma, 
McVey, Hiestand, Nicholson, and Bolton. 

The Cuamman. We have met this morning to hear the members 
who want to be heard. How many members have requested to be 
heard ¢ 

The CLterk. Hon. Abraham J. Multer, Mr. Chairman. 


STATEMENT OF HON. ABRAHAM J. MULTER, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF NEW YORK 


The Crarman. Mr. Multer, you may identify yourself. 

Mr. Munrer. I am Abraham’ J. Multer, Represent ative from the 

13th District of New York. I appreciate the opportunity extended me, 
Mr. Chairman, by you and the members of the committee, to testify 
on this important bill this morning. 

The Cnarrman. We are glad to have your views, Mr. Multer. 

Mr. Mutter. Thank you. 

I am authorized to state on behalf of the following Members that 
they are all opposed to this bill: Victor L. Anfuso, Ch: irles A. Buckley, 
Lester Holtzman, James J. Delaney, Eugene J. Keogh, Edna F. Ke sly, 

“manuel Celler, John J. Rooney, “Arthur G. Klein. Irwin D. David- 
son. Herbert Zelenko, Sidney A. Fine, Isidore Dollinger, James A. 
Healey, Leo W. O’Brien, Byron Rogers of Colorado, Dante Fascell of 
Florida, Sidney Yates of Illinois, Joe L. Evins of Tennessee, James 
Roosevelt of California, and W ayne Hays of Ohio. 

There are other Members who have indicated to me their oppositi lon 
to this bill and have indicated that they will be heard from on the 
floor. Many of these Members whose names I read indicated if they 
could possibly get out of their other commitments for this morning 
they will come in here and ask to be heard. If they do, Mr. Chair 
man, I have no objection, as they do enter the room, to their being 
invited to testify promptly as they come in. 

I will be very happy to step aside so as to give them the opportunity 
to be heard. 


14] 
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Now, it should be of interest to note that our colleague, Congress- 
man Hays, is chairman of the board of a national bank, having been 
elected as such ever since the organization of the bank, by a majority 
of the stockholders, and nevertheless he takes the very strong position 
that it would be a very serious mistake to repeal this provision of 
the National Banking Act and deprive minority stockholders of the 
right to representation on the board which they could not have without 
cumulative voting. 

With the permission of the chairman, I have taken the liberty to 
call for the correspondence file in the committee room, on this bill. 
I have it in front of me. I haven’t had an opportunity to go through 
it letter by letter, but the letters begin with a date in 1955 shortly 
after the bill was introduced on the Senate side. With the committee’s 
permission I will go through them at a subsequent time and add to the 
record a tabulation of the number of letters you have in favor of the 
bill and the number that you have against the bill. 

From my cursory observation I think they run about 10 to 1 against 
the bill. The opposition letters come from stockholders of national 
banks, they come from insurance companies—I am talking now about 
the opposition—they come from finance companies, a treasurer of a 
college, lawyers, investment brokers and the like. I think in almost 
every instance the proponent of the measure, according to this cor- 

respondence folder, is an officer of a national bank. 

The Crairman. Will you tell me why there is such a unanimity 
of opinion—the independent bankers have been fighting the big fel- 


lows and they unanimously, both the independent bankers organiza- 


tions endorsed the bill. 

Mr. Murer. Mr. Chairman, with all due respect, [ chalienge that 
statement, as made by the representi ative of the American Bankers 
Association on behalf of the Independent Bankers Association. Mr. 
Chairman, not the statement that you made. I do not for one minute 
doubt that they have told you that they are for the bill, but what I 
say to you, Mr. Chairman, is that they are not telling the truth when 
they say to you, either the American Bankers Association or the Inde- 
pendent Bankers Association, that their banks that are members are 
unanimously for this. There are letters in this file that is part of 
your record to the contrary, and there are letters in my files from 
national bank officers who are not in favor of this bill, but are very 
strongly opposed to it. 

The Cuamman. Iam referring to the action the independent bank- 
ers took at a convention whel re they unanimously endorsed this bill and 





I have a copy of the resolution. You don’t deny that and it is in the 
record. ; 
Mr. Muvrer. If you say you have such a resolution, of course I 


won't deny it. 

I haven’t seen it, sir. I have read every bit of testimony that was 
adduced on Monday morning before I arrived. I have been in this 
room ever since that time whenever any testimony was offered. I 
may k ave missed it, but I he ave not seen any such resolution. 

The Cuarman. It was inserted in the record. You will find it in 
the record if you will read it. 

Mr. Mcuurer. I have no desire to dispute with you, Mr. Chairman, 
the accuracy of any statement you make, but obvionsly vonr state- 
ments on this subject must he hearsay just as some of mine are. 
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‘The CHairman. I am only stating the actual fact. 

Mr. Murer. The fact of the matter is, Mr. Chairman, if we wanted 
to determine the true feeling here of the people who are concerned— 
and it is the stockholders—oh, yes, somebody testifed here that the 
directors of the banks are trustees for the depositors. Has there 
been a suggestion made from any of those people that the depositors 
for whom these directors are trustees should be represented on these 
boards? Of course not. The majority stockholders don’t want any 
part of that—those stockholders who are opposed to this cumulative 
voting provision and want this bill enacted, do not want that. 

Do you know what we are actually doing here’ We are asking the 
men who owe then jobs to the majority stockholders to come before 
you and tell you they dont’ want those jobs any more. That is what 
it amounts to when you take their testimony that this is a bad law and 
that. a bill should be enacted to repeal the cumulative voting provision. 
What you are doing is, you are asking those men dependent on the 
inajority for their jobs to come here and testify against their employ- 
ers and themselves. It is like asking us to vote ourselves out of office. 

Now, if you really want to find the ee nent of the stockholders, 


then you will direct a survey to be mace FDIC and the Compt troller 
of the Currency, or one of them. and sity them find out from the stoc 
holders. Let this committee supervise the kind of questionnaire thers 


will send to stockholders. You don't Mave to send them to a quarter 
of a million stockholders throughout the country, but you can send out 
ut sample survey as they conduct all polls, to a good sampling of the 
250,000 or more stockholders in national banks and find out how they 
feel about this. iam certain that most of the stockholders, including 
majority stockholders who are not bank officers, will say to you that 
they are in favor of this provision being continued. Now, that must 
be the sentinnent of the country because each vear you will tind more 
and more State legislatures considering requiring cumulative voting. 
Some have it as a permissive provision already. 

You heard the American Wank ers Association representative say to 
you here the States are overwhelmingly tor permissive as against man 
datory cumulative voting. He said that in spite of the fact he sat in 
this very room, as the Comptroller of the Currency testified and he 
heard Mr. Gidney say there ave 17 States that have permissive pro- 
visions for cumulative voting and 16 States have mandatory provisions 
for cumulative voting. Yet, ia his opinion, the entiment is oyer- 
whelmingly for permissive. Now, do you want to make it permissive 
Then, let’s write a good bill. Do these majority stoc kholders vit 
some protection? Insome cases they may. But because a bank presi- 
dent occasionally or some other bank officer steals money from the bank 
and is sent to jail for it, we don’t say we are going to abolish all bank 
presidents or all bank officers. And because there is an occasional bad 
man among those who seek election to a board of directors as a minor- 
ity director, is no reason why we should deprive all of the others of 
their rights as given to them by this statute. 

Now, you were told at the first session—and I wasn’t here because 
I didn’t know it was being called. I would have been here had I known 
about it. [ would have loved to have had an opportunity to examine 
Mr. Gidney, the Comptroller of the Currency, on this subject. He 
referred fo the situation in New York City, where Mr. Giannini was 
elected to the National (ity Bank. I will tell you about that situation. 
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Mr. Burgess, the Under Secretary of the Treasury, if you called pu 
could tell you about it. He was a vice president of the National Ci 
Bank at the time it happened. Mr. Giannini had originally organize “al 
the Bank of Italy. It later became the Bank of America, and the talk 
in the big banking c ircles around New York City was that there was 
no room for a “Ww op” bank. I quote the word “wop.’ 

They tried to get him out of New York banking circles. They 
finally bought him out and after the deal was closed, he found that 
they stuck into his agreement of sale that although he got National 

City Bank stock in exchange for the sale, as part of the consideration 
for his sale, that he couldn't have re presentation on the board and he 
had to get along without representation on the board until 1933 when 
the National Banking Act was changed and they enacted this pro- 

vision for cumulative voting. 

Do you think they w: aited for him to exercise his rights under the 
cumulative voting provision? Of course they didn’t. The very next 
year they invited him to join the board and from that time, Mr. 
Giannini, as long as he wanted to serve on that National City Bank 
Board, sat by invitation and election by the majority and never was 
called upon to use his cumulative voting rights under this act. 

Now, there have been some other statements that have been made 
in connection with this bill which I think require some explanation. 
[ would like to add to the record, Mr. Chairman—l!I don’t think it is 
necessary to do it at this point, unless you so desire—the letters, tele- 
grams and excerpts from periodicals and newspapers which have 
been submitted to me in connection with this matter. 

May I say to you, sir, and to this committee, that in 1955, I received 
but one letter, or one communication supporting S. 256. All of the 
others were opposed to it. This year I received two letters supporting 
S. 256. All of the others were opposed to it. With your permission, 
Mr. Chairman, after the conclusion of the testimony, I would like to 
add to the record those letters and communications and excerpts that 
were sent to me—and they were sent to me entirely unsolicited. 

May I read to you this one telegram which has come to me unso- 
licited. It is a copy of a telegram sent to our chairman. It is dated 


July 18, 1956. It reads as follows, and it is addressed to me at the 
House Office Building: 


For your information following is text of telegram to chairman, House bank- 
ing Committee, today : 

“With the thought of being helpful to you in your consideration of S. 256, I 
would like to make the following suggestions. 

“In place of the seven words ‘if the articles of association so provide,’ insert 
seven words as follows: ‘unless prohibited by the articles of association.’ 

“This change would provide a fair way of insuring the oppurtunity of ex- 
pression for shareholders of national banks who do not now enjoy the protection 
of the proxy rules of the Securities and Exchange Commission. Lacking this 
protection, the Senate version would severely handicap shareholders in any 
effort to recover the cumulative voting right. On the suggested wording the 
cumulative voting right will continue until shareholders vote for change. Thus 
the Congress would be spared the onus of depriving shareholders of an existing 
voting right. I am neither for nor against mandatory cumulative voting. 
f am sending copies of this telegram to Representatives Keating and Multer 
and Senators Ives and Lehman of my State.” 


Signed “Morris A. Schapiro.” He is the president of M. A. 
Schapiro & Co., Inc., 1 Wall Street, New York City. He has been in 
that business for 29 years. He deals exclusively in national bank 
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stocks and in bank stocks. He has as much interest on behalf of man 

agement as he has on behalf of stockholders because they both repeat 

edly call upon him to dispose of for them, the stock that becomes 
available from time to time, either by a stockholder who wants to 
retire or liquidate his holdings, or from estates of deceased stock 

holders. Obviously it is necessary that such stock be discreetly offered 
for sale so as not to disturb the market. There isn’t the same kind of 
trading in bank stock as there is on the exchanges and it is necessary 
to disc reetly offer such stock. If a man dies leaving a large block of 
bank stocks, if you dump that on the market you depress the price 
and cause a loss. But, if you call on men like this Mr. Schapiro or 
his firm to handle it, he feeds it out into the market in small lots and 
they do not take a loss. 

They will first call on management and ask them if they want to 
acquire additional stock. They will call on majority stockholders and 
minority stockholders and tell them it is available. If they turn it 
down, they then look for an outside market for it. That is where they 
run into trouble many times. 

If you permit some of the minority stockholders to come before this 
committee, who have asked to be heard and who have been advised 
there wouldn't be time to hear them, you will find in any number of 
instances—and there are two State banks in the vicinity of Congress- 
man Kilburn’s district—where the majority stockholders would not 
let the minority stockholders have any representation, and tried to 
force him to sell his stock at less than book value. 

Now, there are as many abuses on one side as the other, but because 
somebody on the inside tries to take advantage of somebody on the 
outside, we are not going to say there should be no insiders. Also, 
just because there are a few bad fellows on the outside, let’s not restrict 
the good fellows who are on the outside. 

I started to say, if this committee wants to do its full job and its 
proper job, you must do 1 of 2 things. You must either approve the 
principle of House Resolution 303 which I introduced on July 7, 1955, 
which calls for a thorough study of the Banking Act, the Federal 
Savings and Loan Insurance Act, the Federal Deposit Insurance Act, 
and the Federal Reserve Act, or appoint a subcommittee to do that. 
Then we can take out of the law the little things that hurt and put into 
the law the things that are necessary, in order to protect the depositors, 
the stockholders, and the general public. 

Now, we have been told by the sponsors of this bill, of the necessity 
of protecting all of those. Not one of them has come forward with 
an idea as to how you will do it, exe ept to say, “Let’s change this law. 

Now, let me say ‘this to you, Mr. Chairman, and my colleagues on the 
committee—and I say this deliberately, after having thought about it 
very carefully. The introduction and attempt to pass this bill, to my 
mind, appears to be part of a pattern, a deliberate design to weaken 
the banking structure of the country for the benefit of the insiders. I 
is just one more bill nicking away at the National Banking Act which 
was improved in 1933 in order to protect everybody who ‘heeded pro- 
tection, and having due consideration for all those who have their 
money invested in national banks. 

It wasn’t so long ago that this committee was urged to, and did, 
in response to that urging by the Treasury and FDIC and the Comp- 
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troller of the Currency, extend the limitations, and took off the re- 
strictions and gave wider latitude to national banks in the making 
of mortgage loans. 

You then had another bill which you pushed through here on the 
question of lessing the number of examinations required by the Comp- 
troller of the Currency, also sponsored by the Comptroller of the 
Currency, FDIC, and the Treasury Department. 

Mr. Mumma. Did it weaken the national banks when the law al- 
lowed them to take mortgages which were mostly in turn guaranteed 
by the Federal Government ? 

Mr. Moutrer. Mr. Mumma, they needed no legal authority for the 
taking of FHA-guaranteed mortgages. I am talking about the con- 
ventional mortgages. The bill we passed here, voted out here and 
passed on the floor over my opposition—which had nothing to do 
with guaranteed mortgages—allowed them to make larger, bigger, 
and more mortgage loans. Conventional mortgage loans. To the ex- 
tent of $6 billion, sir. 

Mr. Mumma. Even the majority of conventional mortgage loans 


St 


are safe, and especially when they require systematic and methodical] 
paying off. 

Mr. Murer. They are safe in a conservative market ; they are safe 
in a rising real-estate market; they are safe for independent inves- 
tors, but they are not safe for banks beyond certain restrictions and 
limitations. Whether that limitation should be 5 percent of their 
assets or 10 percent, | am not going to argue with you now, but what 
I want to point out is, that over my objection this committee passed 
out and the Congress approved a bill which according to financers, 
according to the banks, according to the Secretary of the Treasury, 
would pour and did pour another $6 billion of national bank money 
into the mortgage market at a time not when the market was tight; at 
a time when the Secretary of the Treasury was telling this Congress, 
“We've got to take steps to prevent any more inflation,” and the 
Federal Reserve Board was telling us, “We have to take steps to stop 
inflation,” and you poured another $6 billion into the market by that 
bill. 

Mr. Mumma. Money must have been scarce, the way we boosted up 
FNMA. 

Mr. Mutrer. The situation has changed very much in the last 2 
years since we passed that bill. 

That was the second in this pattern that I am talking about. The 
third was the lifting of restrictions for extending the residence re- 
quirements of national bank directors. And I say to you, this is an- 
other bill nicking away at the National Banking Act. One more step, 
the fourth step, to weaken that law. And next year, vou are going 
to get some more. You already \iave a bill in here I think to let these 
national banks go into the investinent banking business. 

I say to you that what you are doing is, you are tearing down the 
structure of the banking system, of the dual banking system, and par- 
ticularly of the national banking system. You are whittling away, 
at the request of the Treasury Department and of the Comptroller 
of the Currency—both of them big bankers—and of FDIC, which 
today is controlled by the Comptroller of the Currency—it does his 
bidding—we sat here twice while the Chairman of the FIDC came 
before this committee and pretended to represent to this committee 
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that he was talking for the Board of the FDIC, and the Comptroller 
of the Currency, one of his codirectors on that Board, sat in this room 
while he testified and pretended to say he was talking for the Board. 
In both instances he was talking for himself and Mr. Gidney and had 
not even consulted the third member of the Board. It is quite unim- 
portant that in one instance the third member would have agreed with 
the opinions they offered here and in the second instance would have 
disagreed. The point of the matter is that those gentleman came here 
and misrepresented the fact as to what was the FDIC Board’s opinion. 
If you want to know more about how FDIC is not operating, or 
operating improperly, I will tell it to you. 

Mr. Mumma. I get telegrams saying “32,000 members of such and 
such an organization want. you to do so al so.” ‘The president of the 
organization just assumes that as his authority, does he not? 

Mr. Mutter. Well, he hasn’t the right to do it. Of course, we get 


1S 


4 


such wires. And from our experience here as legislators, we get to 
know, and we get to the point where you can almost feel when the 
thing comes in, op his man is talking through his hat; this man is just 
kidding us.’ | 

While the other man we know is sincerely presenting his story and 
the merits of the controversy. 

We can tell the honest lobbiest and the fellow who is trying to put 
something over. 

I appreciate the Jobbiest who comes in and fairly and frankly dis- 
cusses It, says, “this is my interest, I am for or against this bill, these 
are my reasons, and these are the reasons the other fellow oifers.” 

We will get more information in a minute from him than we will 
from the other fellow. The latter makes our work twice as hard. 
After he tells us something we must do a complete research job to 
determine the facts. 

The CnHatrmMan. How would increasing the distance be whittling 
away the provisions of the National Bank Act? There are many 
Kentuckians who might want to be a director of a bank in Ohio. 
It is just across the river and some of them live probably more than 50 
milesaway. Now, what inherent danger would theer be in permitting 
these people to be directors in a bank? I can’t see the great impor- 
tance of that. And what inherent danger would there be in provid: 


ing that there should be 5 examinations evér 3 years, if the FDIC found 
it was practical and advisable, instead of 4/ Do you think there is 


inherent danger in both of those measures / 
Mr. Mcurer. Yes, I do, and I stated my views very fully befor 
committee both in the brief examinations that we had at 
hearings, and before this committee in executive session. 
Now, the very men who have sent you letters here and some of them 
who have testified here, re prese “ating the | banks in favor of this bil] 
of them you heard here the other Gi av say there was a fellow out side 
his State who wants to get on his board and will get on ey cun wil: itive 
voting. You will probably recall I asked him what his position was 
on that bill as to the distance within which directors must reside in 
order to qualify. He didn’t even know what I was talking about. 
There is enough bad about this bill, Mr. Chairman, without our 
rehashing the things that were bad about the bill passed over my 
objection. Those things are on the record. This committee in its 


» this 
public 
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148 CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 


wisdom saw fit to vote out the bills and the House and the other body 
saw fit to vote oul the bills and the House and the other body saw fit 
to pass them and they are now law. All I can do is say to you gentle- 
men that I will be back here again one of these days and say to you, 
“T told you so.’ 

Mr. Mumma. I was going to bring up the point of the residence 
of the director. The largest bank in my community was held by a 
family that had few heirs. It h: appens that the greater percentage 
of the stock is now owned by heirs who live in Boston and Baltimore. 
Should they be deprived of the right of representing their interests 
in the bank by reason of their residence ¢ 

Mr. Murer. Only to the extent that the law provided and I think 
the law provided at that time—I will get it for you. 

Mr. Mumma. Do youthink as a matter of law they should be allowed 
to represent their interests, which represents several lifetimes of thrift 
and work ¢ 

Mr. Murer. Yes. That is why I want cunulative voting continued 
as a matter of right. The law, if amended by this bill, will not let 
those people be represented on the board. 

Mr. Mumma. It does now, doesn’t it 

The question I was raising is, Were you advocating they be deprived 
of their right by reason of their residence a certain number of miles 
away ? 

Mr. Muurer. The law provided before we changed it that one- 
fourth of the directors may live outside of the State. You changed it 
to one-third. Do you think that he ‘Iped your people 

Mr. Mumma. Yes. It didn’t deprive them in that particular case. 

Mr. Murer. They had the same privilege, before. 

Mr. Mumma. I understand vou say it is wrong for somebody that 
far away to be a director. 

Mr. Muurer. They could still have come within the one-fourth rule. 
You have 20 directors on your board. Five of them could have lived 
outside the State. 

Now, this provision changed that so that one-third, now, can live 
out of the State. But the objection I directed myself to was that all 
of the other directors, instead of being required to live within 5v 
miles, now may live within 100 miles. 

Mr. Mumma. I don’t agree with you. 

Mr. Mvtrer. Of course, I don’t expect all the members of the com- 
mittee to agree with me on these things, but I say it was bad and it 
was just another nick in the statute which we enacted in 1933. 

Mr. Nicnoison. I understood that this proposition on banks was 
something of a protection for the bank. Other businesses, for instance, 
some railroad, some manipulator of the stock gets in there and gets 
elected president and doesn’t own any shares of stock and doesn’t 
know anything about the railroad. He gets a $100,000 salary. What 
do you think about that? 

Mr. Mutrer. And the witness you addressed your question to the 
other day said it was exactly. the same and he was lying in his teeth 
when he said it. The director you were talking about didn’t have to 
own any qualifying shares. But the National ‘Banking Act requires 
he must own qualifying shares in hisown right. And Mr. Burdick has 
a bill in here that he must own it in his own right and it must be his 
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withort any option requiring him to sell it, as happens in many of 
these big banks. They pick John Jones to put him on the board. 
Join Jones doesn’t have any qualifying stock, so they sell it to him. 
They take his check and they never deposit it. They take, at the same 
time, an agreement that they will return to him his check if and when 
he resigns or is forced out as a director and they then take back his 
stock in exchange. Do you think that complies with the law requiring 
him to own qualifying shares in a national bank ? 

Mr. Mumma. Is there any difference between a bank and Mont- 
gomery Ward? 

Mr. Mutter. Oh, yes, unless Montgomery Ward is authorized to 
carry on a banking business. 

Mr. Nicuotson. They carry a big reserve. 

Mr. Mutrer. It is their own money. It is profits accumulated over 
the years, in order that the men who were drawing the big salaries 
and bonuses all through the years, instead of taking the profits and 
going into a higher tax bracket, they let it accumulate there, so that 
when they sell their stock they can take a capital gains and pay only 
a 25 percent tax. That is proper. There is no requirement in com- 
mercial and industrial corporations for directors to be stockholders 
or that its officers meet Government agency approach. 

Bear in mind that minority stockholders of national banks can only 
elect a minority of the board. In no instance has cumulative voting 
ever brought about the election of a majority. The instances that 
Mr. Gidney and some of these other people put in the record here 
before you of the possibility of a minority stockholder or stockholders 
by cumulative voting electing a majority of the board may be theo- 
retically and mathematically correct. It has never happened and it 
‘rannot happen. 

Mr. Nicnotson. You don’t agree that if somebody gets control of 
Montgomery Ward who doesn’t know anything about selling goods, 
gets to be president and chairman of the board of directors and takes 
off all the gravy there is from the stockholders and leaves the com- 
pany in a pretty bad situation, you don’t believe in that, do you? 

Mr. Mutrer. Mr. Nicholson; I don’t believe that should be per- 
mitted and it can’t happen with banks with proper supervision. I say 
to you if that kind of a situation can happen in any of these banks, 
these bankers should come forward and say so frankly and let’s write 
a bill which will give them protection against that. 

Now, there isn’t a single instance where a minority of a board has 
been able to wreck a corporation or a railroad or a bank. All of the 
wreckings of the banks all through those days, when the banks were 
being closed up, and ever since was accomplished by directors elected 
by mz jority stockholders. The banks that have been closed up by 
FDIC and the Comptroller of the Currency were not controlled by any 
minority directors. None of them had directors on them put there by 
cumulative voting. They were majority controlled and the board of 
directors of the majority controlled and they kept the story to them- 
selves about their manipulations and bad investments. 

Take the situation in New Jersey they skipped over here so lightly. 
The situation that just occurred in Illinois, that nobody yet has talked 
about here at any length. Do you think those banks could get away 
with that kind of manipulation and that kind of embezzlement and 
that kind of thievery if there was an alert minority director sitting on 
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the board? Of course not. The responsibility for that misconduct is 
on those fellows who don’t want minority representation on the board, 
Not because they may cause trouble but because they keep light on all 
the things they want kept behind closed doors or under the table where 
no light will be shed on them. 

Mr. Rats. Let me ask the gentleman a question: I assume you are 
more interested in the people who put their money in the bank. After 
all, that is our responsibility, isn’t it, rather than worrying about what 
some man may make as a minority stockholder ? 

Mr. Muurer. Mr. Rains, we are interested, and this committee is 
charged with the duty of supervising these agencies and the operation 
of these agencies. 

Mr. Rats. For what purpose? 

Mr. Muurer. To make sure they do what the law has set these 
agencies up to do. ‘To make sure these banks are run properly, not 
solely for profit but in the interests of the community, for the con- 
venience and to meet the needs of the community, to protect the deposi- 
tor and the stockholder. We didn’t set up an FDIC to guarantee de- 
posits to the extent of $10,000 for the benefit of the stockholder. We 
did that for the benefit of the public. 

Mr. Rarns. Isn’t it a fact that you name that first, but isn’t it first 
the responsibility to see that the depositor’s money is safe’ That is 
what a bank is really for, isn’t it, not to make money for some stock- 
holder. 

Mr. Moutrer. That is the philosophy written into the banking law 
and it is a good philosophy, but up until the time of the rewriting of 
the National Banking Act in 1933 and the time of the enactment of 
FDIC there were very few bankers who ever had any interest in the 
public. They were interested in getting as much money as they could 
out of a debtor-creditor relationship and then using that for their pri- 
vate profit. When the banks closed up in the depression days the Con- 
gress in its wisdom said, “We’ve got to stock this kind of business.” 
We then enacted these laws. 

Mr. Ratns. But that is not what I am trying to get at, Mr. Multer. 
Is your real concern in this bill worry that the depositor won’t be safe 
or are you worrying because some individual who bought stock in the 
bank to make money won’t be able to make the money off the stock ¢ 
Which are you more concerned about ? 

Mr. Muurer. I am more concerned about the depositor and his 
money, but I am also concerned about the investor who owns the stock 
in these banks across the country—and let me call your attention to 
the fact—and I am sure you will agree with me—that there is more 
money in the aggregate invested in industry and in banking of this 
country by minority investors—by the small investors—than the big 
investors. 

Take any of your big banks and you will find—and many of the 
medium-sized banks—and what will you find? Maybe 10 percent of 
the stock is owned by management. The rest is owned by—some by 
their friends and the rest is diversely held throughout the country by 
small investors. Don’t they need protection ? 

Mr. Rarys. That is true in any corporation, of course, but the main 
thing I am interested in is whether or not this bill is going to endanger 
the depositors’ money. 

Mr. Muurer. I think it will. 
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Mr. Rains. The people who are interested in breaking down cumu- 
lative shares is some automobile man or someone like that so he and 
his friends can lend that money out the way they want to instead of the 
wey the banks want to lend it. Is that true or not ¢ 

Mr. Muurer. There have been some such instances, but I say to 
vou, sir, they are in the minority. One such instance was referred to 
in the testimony here on Monday morning and then they steered clear 
of it. They gave the example of a bank in New York where the father- 
in-law wanted to put the son-in-law—the father-in-law acquired a 
large amount of stock in the bank and wanted to put his son-in-law on 
the board. You were told that in order to stop that, the management 
sold out to another bank. I think the committee should know what 
that situation was. They were talking about the Nassau County 
National Bank. That bank, at the time this man was invited, the 

father-in-law was invited to become a member of the board and he 
suggested the son-in-law instead, at that time they were negotiating 
for a sale of the bank stock, and they were negotiating for the sale 
of the bank stock while they were trying to force this man to sell 
his stock. They were trying to buy up minority stock interests be- 
cause they were negotiating to sell that stock to another bank, the 
Franklin National Bank, at a sum almost twice its book value. 
They didn’t want any outsider, like this minority stockholder, to know 
about it. When they finally closed the deal it wasn’t to avoid minority 
representation of this young lawyer on the board, it was to take their 
profit of almost twice the amount of the book value of the stock when 
they sold out to the Franklin National Bank. A part of the sale 
required certain of the management to be continued as part of the 
managment of that bank as a branch of the larger bank. 

Mr. Brown. I have always been under the impression that one 
reason we had so many bank failures in the 1920's and 1930's was 
because they paid out too many dividends. Is that true? 

Mr. Mcurerr. You say that there have been some banks who paid out 
too much in dividends? 

Mr. Brown. I think that is one of the things that contributed to 
the failures of the banks in the 1920’s and the 1930’s. As Mr. Rains 
says, people should be more interested in the depositors than in 
the stockholders trying to make money. 

Mr. Muurer. Mr. Brown, you may know of such instances, but 
what I know of the banking situation in New York City—and I 
lived through it in those days; I represented banks in those days as 
a lawyer. 

Mr. Brown. So did I. 

Mr. Murer. Let me answer Congressman Brown’s question, please. 

Mr. Tatxe. A point of information. Are there any more witnesses 
to be heard this morning ? 

The Cuamman. No more witnesses. 

Mr. Fsslpaiai May I now answer Mr. Brown’s question / 

The CHamrmMan. You may answer Mr. Brown’s question. 

Mr. Mutter. From what I know of those banks, Mr. Brown, there 
were some instances where excessive dividends were paid, but the 
main reason most of them became insolvent is that they were over- 
loaded with bad leans, they were overloaded with mortgage loans 
and when the depression hit us and they called their loans, they 
couldn't collect. They had to go in and foreclose on a business which 











152 CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS 


had to be sold out under the hammer at auction for maybe 10 cents 
on the dollar. They had to go in and acquire large apartment houses 
and office buildings that were overvalued when they placed their 
mortgages. It was a favorite trick of the banks that were forced 
out of business in those days for someone to go in because he knew 
a director on the loan committee, to go in when a building was 
hought—take an arbitrary figure of $100,000—bought for $100,000. 
The appraiser would appraise it for $200,000 and give him $130,000 
or $140,000 in a mortgage. Of course, they had to go broke. 

Mr. Brown. Under such situations they certainly shouldn’t have 
paid out so many dividends. 

Mr. Mutrer. Under those situations, of course, they shouldn’t have 
paid any dividends and it is the duty of FDIC and the Federal Re- 
serve Board and the Comptroller of the Currency to make sure that 
the dividend rate is a proper rate. It is his duty to see to it that 
at all times the capital, the undivided profits, and the surplus are main- 
tained in proper proportion to the amount which they owe, and the 
amount they owe is mainly what they owe their depositors. If the 
FDIC, the Federal Reserve Board, and the Comptroller of the Cur- 

rency are doing their job, before they let any bank pay out any divi- 
dends, they should make sure its capital structure is good and sound. 
They should require the banks to take part of their profits and add it 
to their surplus and undivided profits accounts before they pay divi- 
dends. That is to make sure the banks continue to remain sound. 

Mr. Ratns. One other question, Mr. Multer. A moment ago you 
said there was nothing to be worried about in the minority stock- 
holders—and frankly you and I know the minority stockholders don’t 
now run the banks. 

Mr. Murer. Mr. Rains, I don’t think I meant to say there was 
nothing to be worried about so far as any of the minority stockholders 
were concerned. 

Mr. Rarns. You don’t contend, then, that minority stockholders 
now operate the banks ? 

Mr. Murer. No; they don’t. 

Mr. Rarns. If they don’t, when they have the privilege to do it, 
what is the excitement about his? They are not utilizing the 
opportunities they now have; are they ? 

Mr. Mutter. Iam sorry, I haven’t made myself clear. 

Minority stockholders now under cumulative voting can and do 
get themselves elected to boards of directors, but only as a minority 
of the directors. Even though a minority, even though only 1 out 
of 20, they become the w: atchdog of the treasury, they become the 
watchdog of the directorship, they become the watchdog of the bank, 
for the benefit of all stockholders and all depositors. 

Now, take this instance of Mr. Brody who testified here. A fine, 
upstanding gentleman. Absolutely nothing wrong with him. No- 
body ever pointed a finger at him. For years they kept him off the 
bank and then they invited him to join. 

Mr. Rarns. Did that hurt the investor or the depositors in that 
bank because they kept him off ¢ 

Mr. Murer. Yes; it did. 

Mr. Ratns. I am not really concerned about him. 

Mr. Mutrer. Yes; it really hurt the bank and the depositors. It 
didn’t hurt the depositors as such, but it certainly hurt the rest of 
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the stockholders because you know what they did after he came on 
the board? They increased their dividend rate by 77 percent. Was 
it an improper increase? Did they do it just to satisfy him? He 
only had one vote. Did the Comptroller of the Currency complain 
about the increase? Did the Federal Deposit Insurance Corporation 
complain or the Federal Reserve? Of course not, because it was a 
proper increase. Look at the figures that were submitted not by 
Mr. Brody but by the representatives from the bank who testified 
here, and see if you wouldn’t raise a question as to whether their divi 
dend policy was good or bad before Mr. Brody joined the directorship. 

The Cuarrman. The hearing will be discontinued because we are 
going into executive session. We have devoted an hour to the testi- 
mony of members. 

Mr. Mutrer. Mr. Chairman, this committee convened today at 20 
minutes after 10. It isnow 5 minutes after 11. I have not completed 
my statement. I am prepared to answer any and all questions any 
member may desire to put to me. 

The Cuamman,. The time was limited. We said we would assure 
the witnesses that at 11 o’clock we would go into executive session. |] 
thought there would be several witnesses, but you have had all the 
time and you certainly cannot complain about that. 

Mr. Muvrer. Mr. Chairman, may I submit for the record such other 
material as I care to have added to my statement ? 

The CHatrman. Yes; you may. 

(The data referred to above is as follows :) 


CONGRESS OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., July 12, 1956. 
Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washington, D. C. 

My Dear Mr. CHAIRMAN: I understand that you intend to conduct a publie 
hearing next week on S. 256, to amend the National Banking Act to eliminate 
the requirement for cumulative voting of shares of stock. 

It is indeed strange that members of our committee should learn of proposed 
public hearings not officially, but unofficially from outside sources. 

This bill obviously is sponsored by bankers who seek to perpetuate their control 
of banking institutions and to exclude, as far as possible, participation in the 
institutions’ affairs by minority stockholders. 

Everything that we have learned, officially and unofficially, for many years 
last past has indicated that stockholders and the general public need more pro- 
tection, not less protection, and that the bank and corporate management need 
more and more regulation and supervision. It is particularly true of banks. 

On August 2, 1955, I introduced my bill, H. R. 7853, for the regulation of the 
solicitation of proxies of shares of stocks of national banks. 

The obvious purpose of that bill is to protect stockholders and the general 
public. 

I think it is at least as important, if not more important, that public hearings 
be held on that bill, if not in advance of, then at the same time, as the cumulative 
voting bill. 

Sincerely yours, 
ABRAHAM J. MULTER. 


NEW York, N. Y. July 17, 1956. 
Representative ABRAHAM J. MULTER, 
House Office Building, Washington, D. C. 
DEAR CONGRESSMAN: I am delighted to see that you have opposed Senate bill 
256. 
The usual small national bank is dominated by a self-perpetuating board of 
directors who consider that they have lifetime jobs. Actually they serve even 
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though they are senile and the only way for minority stockholders to force a 
change is through the use of cumulative voting. 
It would be a grave misfortune if this one means of democratic action should 
be destroyed by this proposed legislation. 
Very truly yours, 
CHARLES R. Crospy. 


New York, N. Y., July 17, 1956. 
Representative ABRAHAM J. MULTER, 
House of Representatives, 
Washington, D. C. 

DeAR REPRESENTATIVE MULTER: It seems to me that your position in regard to 
cumulative voting deserves to be commended by someone from the management 
side of stockholder relations. 

The arguments used by the opponents of cumulative voting are, quite simply, 
the arguments used by those who opposed our Nation’s representative form of 
government when it was founded. Their cry is the same: We must have 
hurmony regardless of the cost to freedom and regardless of the danger of selfish 
and misguided dictatorship. Essentially this is the theory that there is onl) 
one right opinion and that any debate is a complete waste of time. 

Working closely with boards of directors, I have discovered that good boards 
include persons of very diverse opinion, and that such capable directors argue 
heatedly about major items of discussion. In plain fairness to the concept of 
cumulative voting I must admit that its use could not create any greater friction 
of opinion than now exists where directors are capable and independent, except 
in the few companies which are both mismanaged and irresponsible. Where 
companies are badly managed and irresponsible, it is obvious that greater criti- 
cism, greater contest of ideas, is most urgently needed. 

A board subservient to one man or a board that operates in the back-patting 
fashion of an exclusive club is a downright bad board. Cumulative voting can, 
I believe sincerely, improve the quality of American management and strengthen 
our country’s economic system. 

Sincerely, 
ALLEN WILL HArrIs. 


[From the Commercial and Financial Chronicle, Thursday, October 14, 1954] 
Wry THE Proxy TURMOIL? 
By Allen Will Harris, public relations consultant, New York City 


Holding today’s “little stockholder” is no longer an unintelli- 
gent and indifferent person, but one who understands business prob- 
Jems and knows his own rights, Mr. Harris cites increase in proxy 
contests as indicating modern stockholder is jess stable and more 
belligerent than heretofore. Stresses value of the proxy statement 
in stockholder relations. 


The modern stockholder is far from being an ignorant or childishly selfish 
person. The writer has seen it demonstrated in almost a dozen proxy fights that 
today’s stockholder, today’s “little” stockholder, understands lead time, accele- 
rated amortization, long-range research, and governmental cutbacks quite as 
well as corporate officers, although less articulately. When an officer’s pension 
was described as “for life or wife” in a proxy fight several years ago, the stock- 
holders recognized that the pension plan was exceptional, even extraordinary, 
and they forced its abandonment even before the contest was completed. 

On the other hand, one company which practices full disclosure, the bad as 
well as the good, last year told its stockholders that it was abandoning a too 
distant factory and dropping 5 basic products at a loss running into 7 figures. 
The stockholders read the annual report, doubled their attendance at the 
annual meeting, and gave the board and officers round after round of applause 
for “admitting you were wrong before it cost us our shirts,” as one shirt-sleeved 
stockholder put it. 

It is important to realize that today’s stockholder understands business 
problems and knows his own rights, because, too many corporations still conduct 
their stockholder relations on the premise that stockholders are either mere 
hecklers or persons inert to anything except dividends. In a year that has been 
marked by more and larger proxy fights than ever before, the need for corpora- 
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tions to understand the modern stockholder and to meet his needs more fully 
is painfully obvious. 

\ reasonable and useful question to ask is why should there be so much proxy 
tu moil. especially in a period of general corporate prosperity and rapid develop 
ment of knowledge and techniques in stockholder relations? Is it simply 
that the modern stockholder is less stable or more belligerent? Can it be that 
the average corporation is less prepared now to defend itself against outsiders? 

The detailed answer will, of course, vary from one proxy contest to another, 
hut all of them seem to have a common “source of possibility’—a factor which, 
if removed from the equation, would very likely have halted action by outsiders. 
Paradoxically, this factor seems to be the very techniques of stockholder rela- 
tions work that was developed to improve the relationship between owners and 
managers. These techniques have been adopted more rapidly and more com- 
pletely by those seeking to become management than by those who already are 
munagement. The tool of defense has become the tool of offense. 

These tools are not remarkable in any sense. They are not too radical or too 
gaudy for use by the most conservative management. But they do, in general, 
require more skill and more work time than the tools of yesteryear. Perhaps 
this is the main reason why many able managements appear to consider and then 
reject the use of the modern methods developed for stockholder relations. 


THE OLD-FASHIONED TOOLS IN STOCKHOLDER RELATIONS 


What are the old-fashioned tools? The new tools can be studied satisfactorily 
only in comparison to the old. The writer made an analysis last year of the 
tocls used by 5 corporations in which he holds stock. Four of these corporations 
are in the United States and one is in Canada. Three are on the big board 
and two are listed by the American Exchange. 

All 5 of the companies, of course, used the tool of the annual report. The 
average length of the 5 reports was 8 pages. The average number of illustrations 
was three. The average length of the organized text, either a letter from the 
chairman of the board or the president, was 723 words. 

The same 5 companies yielded a total of 4 half-year statements and 6 dividend 
announcements. One provided a brief post-meeting report. One issued a spe- 
cial invitation to its annual meeting. None of these companies, incidentally, sent 
a letter of welcome or a copy of its latest annual report when the stock was 
purchased. 

The number of contacts by mail between the owners and the management of 
these companies averaged three per year. For various reasons, including loca- 
tion and time of their annual meetings, the 5 companies enjoyed a total attend- 
ance of 4183 persons—about 82 personal contacts per Company. It took consider- 
able diligence even to secure these figures from their secretaries. 

In the late spring of this year, a proxy contest was initiated against one of 
these companies. The opposition provided a detailed and meaningful analysis 
of the company’s operations, both the successes and the failures, and offered a 
i6-page program for the future. The opposition provided the details of the back- 
ground of the corporation’s directors and officers and contrasted their proposed 
slate’s experience. The opposition held regional meetings with shareholders, 
even appointed local representatives in many major cities. 

Slowly, ever so slowly, the company’s management became communicative. 
Management sent 12 letters or booklets in 5 weeks. Management’s story was pre- 
sented, not too little, but too late. Again the outsiders won, this time by almost 
3 to i, 


THE NEW TOOLS 


What are the tools that seem to have found so much greater use by insurgents 
than by corporate managements? They are simply full disclosure, clarity and 
organization in the presentation of printed facts, deliberate courtesy, frequency 
of contact, establishment of a personal relationship, and adaptation of the know- 
how of advertising and sales to the specific problems of stockholder relations. 

There is certainly no reason why a proxy statement should read like a com- 
plex legal document, dull or obscure. There is no reason why illustrations, both 
drawings and photographs, should not enliven and clarify all corporate com- 
munications. If the illustrations are lighthearted, so much the better. 

Sherman M. Fairchild may well have won his now-famous proxy contest when 
he had a fine commercial artist depict management as a group of midgets sur- 
rounding and admiring a giant, the chairman of the board, and the average 
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stockholder as a man being nailed inside a packing crate by the corporate sec- 
retary. Undignified? Perhaps so, but worth a thousand legalistic words. 

Even the corporate proxy has become an important new tool of defense or 
offense. Adaptation of the standard self-mailer used by direct mail advertis- 
ing companies was pioneered by Mr. Fairchild and has since seen valuable serv- 
ice in a number of proxy fights, although it still awaits acceptance by the 
management of any American corporation. 

The self-mailer proxy has many advantages. If it is not returned, there is 
no waste of postage. If it is returned, the postmark on its face acts as a guaran- 
ty of the time at which the proxy was signed—an important factor in a proxy 
fight where it is common for stockholders to sign several proxies for either side. 
Moreover, even as a printing cost item, the self-mailer proxy saves money, since 
the proxy is also its own envelope. 

The self-mailer proxy is useful even in the absence of a contest, not only be- 
cause of the savings cited above, but because it attracts greater attention and 
almost invites action. Folding it to form the envelope is a sport which few 
stockholders seems capable of resisting. Statistical measurement has shown 
the self-mailer proxy to be at least 20 percent more effective, a significant margin 
for establishing a quorum or winning a proxy contest. 

The list of better forms and better techniques is almost endless, ranging from 
a folded annual report that fits the wallet pocket, but opens to full size, to 
the use of corporate movies and visual aids at regional meetings for stockholders. 
However, substance remains more important than technique in stockholder re- 
lations, as in all human relations. 

The vital and all-too-often missing element in corporate work with stock- 
holders is bad news. This element is provided by the outsiders, one can be 
sure, and has an impressive effect upon any stockholder who has been lulled and 
pacified for years. 

Why is bad news potentially useful to management? First, it is useful be- 
cause it clearly establishes management’s dedication to the principle of full 
disclosure. Secondly, it is useful because it establishes management’s confi- 
dence in the maturity and fairmindedness of the owners. Finally, it can be 
useful as a contrast to successes, a contrast which makes successes seem more 
dramatic, and as a demonstration that management during difficult times faces 
reality squarely. 

Truth, constructively delivered to stockholders with up-to-the-minute clarity 
and drama, appears to be the essential foundation for sound relationships between 
management and the owners. 





ScHENECTADY, N. Y., July 18, 1956. 
Hon. ABRAHAM J. MULTER, 
House of Representatives, 
Washington, D.C. 

Oppose passage ending cumulative voting national bank directors; under- 
stand no vote taken by each member bank, American Bankers Association, or 
independent banking association or stockholders of national banks if passed. 
Great disservice will be done to many small stockhoiders. You are their 
champion. 

Thank you. 

WALTER S. GIrrorp. 


Hon. Brent SPENCE, 
Chairman, Banking and Currency Committee, 
House of Representatives, Washingion, D. C. 
Sorry unable attend hearing on S. 256 but would hereby strongly urge main- 
tenance of mandatory cumulative voting. 
A. WILFRED May, 
Faculty Member and Lecturer in Investment, 
New School for Social Research. 

















CUMULATIVE VOTING FOR NATIONAL BANK DIRECTORS ]! 


c 


on 
~I 


NEW York, N. Y., July 18, 1956. 
Hon. ABRAHAM J. MULTER, 
House of Representatives, 
Washington, D. OC. 

DEAR Sir: I want you to know that I and many other minority stockholders 
in national banks fully support your opposition to Senate bill 256. This com- 
pletely silences any kind of opposition and jeoparidzes resale value of stock held 
by small interests. It is grossly unjust and robs us of our right to be heard. 

Very truly yours, 
DoNALp C. MoVay, Jr. 





Mount VERNON, N. Y., July 14, 1956. 
Mr. Rost. L. CARDOoN, 
Clerk, House Banking and Currency Committee, 
Washington, D. C. 

Dear Sir: Supplementing my request for a hearing on July 18 on bill S. 256 
(cumulative voting), I wish to protest the short notice given me to properly pre- 
pare my arguments against the passage of this bill that would eliminate this 
excellent provision for cumulative voting for directors of national banks. 

I therefore ask you now that the hearings be postponed until I and many 
other interested parties can be heard. You will find that there is considerable 
opposition to this bill if proper publicity is given indicating that this bill is 
about to be acted on. 

1. It is quite evident that endorsement of this bill by ABA does not represent 
bank stockholders as a class, because probably only 1 or 2 men from each bank 
member thereof is in the ABA (usually the top officer of each bank) leaving liter- 
ally hundreds of bank stockholders (and directors too) who do not even know 
of this attempt to curtail their rights. 

2. This attempt to eliminate minorities is not consistent with the United States 
Congress policy of having minority representation on almost all commissions, 
bureaus, and committees. This minority representation on bank boards of 
directors give vote and voice, but not necessarily undue power. 

3. Specious claims that cumulative voting enables a man to become a director 
for ulterior purposes—such as, to get a list of stockholders and depositors for 
a “sucker” list—to place a son-in-law on the board—divulging to outsiders of 
confidential information about the business of the bank—all these could also be 
charged to the majority control that is making these same charges against the 
minority. 

4. I personally own over 5 percent of a national bank’s stock. Its deposits are 
in an amount that should be earning $25 a share (based on the opinion of a 
national bank officer) which for years has paid $1.50 dividend annually. The 
president of this bank openly declared he had little interest in stockholders’ 
interests, and primarily the threat of electing directors by cumulative voting 
forced his retreat from this arbitrary attitude, even going so far as to increase 
the dividend almost double what it was previously in an effort to avoid this 
election of a director by cumulative voting. 

5. Cumulative voting is a good provision for everybody. 

6. Please do everything you can to defeat this bad bill S. 256. 

Yours very truly, 
FRANK W. KRAVIGNY. 


New York, N. Y., July 11, 1956. 
Hon. ABRAHAM J. MULTER, 
House of Representatives, 
Washington 25, D.C. 


DeaR Srr: I should like to protest against the bill now in Congress which would 
do away with cumulative voting by stockholders in banking institutions. I ama 
bank analyst by profession and do have certain feelings about bank management. 
Cumulative voting should stay as a right of national bank stockholders. 

Very truly yours, 
ROBERT 8S. BuRNS. 
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LEWISTON, MAINE, July 9, 1956. 
Hon. ABRAHAM J. MULTER, 


Member of Congress, Washington, D. C.: " 

Understand from reliable source that attempt will be made to jam bill S. 256 
relative to abolishing cumulative voting at closing rush of Congress. Would appre- 
ciate your help in stopping this un-American measure sponsored by certain mem- 
bers of American Bankers’ Association. 

ERNEST M. SHAPIRO. 





First NATION AL BANK OF OMAHA, 
Omaha, Nebr, March 19, 1956. 
Hon. ABRAHAM J. MULTER, 
House Office Building, 
Washington, D.C. 


My Dear Sir: This has reference to that portion of proposed banking !egisla- 
tion which relates to cumulative voting of capital stock in national banks. The 
current House bill proposes continuance of cumulative voting, whereas the Senate 
Robertson bill proposes to kill cumulative voting or give the power exercised 
by the select group to decide whether cumulative voting will be discontinued in 
the bank under their domination. I believe this is really a moral question as to 
whether the minority group of stockholders shall be deprived of representation on 
the board of directors. Minority directors are a deterrent to inside abuses and 
turn light onto bad practices. Minority representation is very often a cleansing 
influence. I know it is your desire to support that legislatiton which promotes a 
greater degree of private and public honesty. These are my personal views formed 
after many years observation of human behavior. 

For these reasons, I urge a continuance of unqualified cumulative voting be 
maintained in the national banking statutes. 

Respectfully, 
F. W. Tuomas, Chairman. 





First NATIONAL BANK OF BENNINGTON, VT., 
July 6, 1955. 
This is in reference to bill S. 256. 
Hon. ABRAHAM J, MULTER, 
Committee on Banking and Currency, 
House of Representatives, Washington, D. C. 

Deak Siz: Notwithstanding the fact that I am chairman of the board of our 
bank, and a substantial stockholder, I do feel, and it is my opinion, that the 
right of cumulative voting in the election of directors of all national chartered 
banks should be maintained. 

The spirit underlying such cumulative voting is basically sound, for it permits 
substantial minority groups of stockholders to be represented on the board of 
directors, notwithstanding what the feelings may be of the other members of 
the board. 

The present law, allowing cumulative voting, provides protection to the 
minority—in other words, the minority can protect themselves if the majority 
are unwilling to protect them. 

As you know, at the present time directors are handpicked by men associated 
with them either in the bank, in business enterprises, or in social contacts. 
Under the present law, the only way of obtaining minority representation is 
through cumulative voting, but if this bill is passed, there will be no possibility 
of anyone who has less than a majority of the stock, of obtaining representation 
on the board, regardless of the qualifications of the particular individual. 

I believe the present law, allowing cumulative voting, is a safeguard for the 
minority stockholder, and should be retained. 

Cordially yours, 
Ropert M. Wersiow, Chairman. 


. 
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JULY 16, 1956. 
Hon. Brent SPENCE, 
House of Representatives, 
Washington, D. C. 

DeAR CONGRESSMAN SPENCE: I wish to go on public record in the hearings as 
opposing Senate bill 256, which, in effect, abolishes cumulative voting in national 
banks. 

This bill permits bank management to select for directors persons who will 
rubberstamp management policies even if those policies benefit the bank manage- 
ment at the expense of the depositors and public stockholders. Without cumula- 
tive voting bad management cannot be removed, provided the management con- 
trols slightly over 50 percent of the stock. 

If Senate bill 256 is made the law of the land it will cause great loss to public 
stockholders, for an individual or group of individuals owning as much as 49 
percent of the stock in a national bank will no longer have the valuable right to 
have a representative on the board of directors. 

This bill certainly is undemocratic, for it forces a one-party system on our 
national banks. The public stockholders, even if they hold 49 percent of the stock 
in a bank, can legally be denied the right of representation. 

In short, this bill gives unlimited and unquestioned power to bank managers- 
power they abused the last time they had it in the twenties and in the early 
thirties. 

Cumulative voting was, in fact, put into national banks to build confidence in 
our banking system. Let us not go back to the banking situation as it existed 
in 1932. Let us keep the safeguard of cumulative voting for the protection of the 
stockholders, depositors, and the general public. 

Respectfully yours, 
EUGENE ZEITLIN, 
National Bank Shareholder. 

Mr. Vanik. Mr. Chairman, I want to express my appreciation to 
Mr. Multer for the fine testimony he has given this morning. He has 
revealed to me a way in which I might capture the ear of my colleagues 
on the committee and get around the 5-minute rule. I certainly hope 
to put this experience to use at some time in the future. 

Mr. Taiz. Well, we have had an exhibition of cumulative speaking. 

Mr. Houtianp. Mr. Chairman, I don’t think we have had enough 
cumulative speaking on this bill. All we have heard from is from 
management, because management is the one interested party in this 
bill and wishes to put it over. I don’t think we have heard from the 
stockholders, and the stockholders don’t know enough about this. 

The Cramman. The committee will go into executive session. 

(Whereupon, at 11:07 a. m., the committee proceeded in executive 
session. ) 


Xx 








